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How Uncle Sam Underwrites 
Municipal Ownership 


By supplying funds for new electric 
plants in cities and villages 
Burt is the national welfare of the United States advanced by Federal expenditures 
of $25,000,000 to establish municipally owned electric utilities in 90 scattered 


communities already provided with electric service? And by further Federal 
expenditures of $8,000,000 to improve existing municipal plants in 96 other places? 


By GEORGE E. DOYING 


HEN Franklin D. Roosevelt, 
in his 1932 campaign, af- 


firmed the right of munic- 
ipalities and states to own and operate 
public utilities, when the people so 
decided, he advanced no new prin- 
ciple. This right he described as “a 
birch-rod in the cupboard, to be taken 
out and used only when the child gets 
beyond the point where mere scolding 
does any good.” It has always been 
so, but perhaps not previously stated 
as picturesquely. 
In this same speech (at Portland, 
Or.—remember, this was before Mr. 


Roosevelt was elected President) he 
advocated the development of Federal 
and state-owned power sites, but de- 
clared that private capital should have 
the first opportunity to distribute the 
power, provided they furnished good 
service and earned only a reasonable 
profit. 

Thus spoke the candidate. 

Soon after Mr. Roosevelt became 
President there was a radical change. 
The birch-rod was brought out of the 
cupboard and used with full force. 
Municipalities were cajoled and en- 
ticed to accept government loans and 
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gifts of money with which to build 
electric plants. The citizens, of course, 
were theoretically free to decide for 
themselves whether they wished to 
own and operate public utilities. But 
it was made as difficult as possible for 
them to refuse tempting offers. 

So definite were the activities of the 
New Deal administration that the 
Public Ownership League of America 
was moved in 1935 to exclaim: 


The Federal government has adopted our 
program to an almost astonishing extent. 
Thousands of cities with long and success- 
ful experience in municipal ownership are 
rapidly extending their projects; hundreds 
of others are preparing to start. Public 
ownership is rushing forward everywhere. 
The exuberant exaggerations in 
the foregoing were probably the out- 
growth of the gloating induced by 
the truth in the first sentence. There 
are only about 1,850 cities, villages, 
and hamlets, with an aggregate popu- 
lation of less than 3,000,000, serv- 
ing their inhabitants with electricity, 
which subject holds the almost exclu- 
sive attention of the Public Ownership 
League. However, it is with the 
“hundreds of others” said to be pre- 
paring to start municipal ownership 
operations that this article will deal, 
and it will be confined to electric utili- 
ties. 


en ownership of electric 
utilities in the United States 
reached its peak in 1922, when 2,581 
communities rendered service to their 
citizens. More than one half of these 
were engaged only in distribution, 
power being purchased from private 
companies. This peak represented an 
increase of 100 per cent from 1907, 
but following 1922 the tide turned. 
Five years later the number of munic- 
ipal electric plants had dropped to 


2,198, and by 1932 it had dwindled 
to 1,802." 

The renaissance came in the crea- 
tion of the Federal Emergency Ad- 
ministration of Public Works (PWA) 
in 1933 with its appropriation of 
$3,300,000,000, which was envisioned 
as a huge tractor that would pull the 
country out of the mire of unemploy- 
ment. That fund was increased by 
$400,000,000 a year later, and in 1935 
came that unprecedented appropriation 
of $4,880,000,000. Before the dis- 
tribution of the 1935 appropriation 
was well under way, however, Presi- 
dent Roosevelt had veered from the 
solid type of construction advocated 
by Public Works Administrator Har- 
old L. Ickes to the “boondoggling” 
ideas of Works Progress Administra- 
tor Harry P. Hopkins. Our story 
is concerned mainly with events which 
preceded this change. 

The PWA, of course, was interest- 
ed in many things other than the 
construction of municipal electric 
plants. It provided money to local 
public agencies for the improvement 
or building of new water and sewer 
systems, school houses, highways, and 
numerous other projects. It also 
allocated huge sums for Federal pow- 
er plants, reclamation projects, and 
other types of work deemed to be 
socially desirable and capable of fur- 
nishing work for the unemployed. 


| pcammaypace electric plants, how- 
ever, occupied an important, one 
might say a preferred, position in the 
disbursal of this enormous sum of 
money. Under the organization set 
up by the PWA, applications by mu- 
nicipalities for Federal aid had to 


1U. S. Census of Electrical Industries, 1932. 
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undergo scrutiny by several divisions, 
including state boards appointed by 
the PWA. Any one of these divi- 
sions might disapprove an application, 
which usually ended the matter. 

About a year after the PWA was 
created, Administrator Ickes apparent- 
ly became dissatisfied with the lack 
of sympathy these divisions seemed 
to be showing toward local requests 
for money with which to build electric 
plants. Up to that time only about 
twenty such applications had been ap- 
proved. Mr. Ickes proceeded, there- 
fore, to establish an Electric Power 
Board of Review to pass upon rejected 
applications and make its own recom- 
mendations. 

The members of this board? Well, 
Mr. Ickes used more care in selecting 
them than he seems to have shown in 
naming the state divisions. He picked 
three of his own associates, well- 
known critics of public utilities and 
friends of public ownership, to pass 
judgment on proposals to establish 
new municipal electric plants: Henry 
T. Hunt, general counsel for the 
PWA; Morris Llewellyn Cooke, then 
chairman of the Mississippi Valley 
Committee, a PWA creation, and 
Otto M. Rau, a consulting engineer 
and power cost adviser to Mr. Ickes. 


| gente the first year’s accom- 
plishments, Mr. Ickes set forth 


certain policies to which he said the 
PWA adhered. Some of these poli- 
cies are especially interesting in view 
of subsequent developments, herein- 
after discussed. Said Mr. Ickes (June 
17, 1934) : 

Even our emergency does not justify un- 
economic or wasteful public works. 

Where PWA makes loans, repayment is 
expected and reasonable security is required 
to make effective such repayment. 

PWA will not connive at violations of 
legal restrictions on local bodies assuming 
debts and where such restrictions exist they 
must be removed by legal means if that 
locality wishes to share more fully in the 
PWA program. 

PWA will not encourage localities to be- 
come hopelessly bankrupt no matter what 
may be the attitude of officials of those lo- 
calities. 

All projects adopted must be for the wel- 
fare of the most people affected and not 
for private profit. 

The matter of removing by legal 
means the restrictions existent in some 
states against the assumption of new 
debts by local bodies was given spe- 
cial attention. About the time Presi- 
dent Roosevelt was preparing to dis- 
tribute the $4,880,000,000 relief fund 
(largely intended originally for public 
works) he wrote to all the governors, 
suggesting that the PWA would glad- 
ly draft any new legislation that might 
be deemed necessary to enable public 
agencies to take full advantage of 
the Federal government’s generosity. 
Later the PWA announced that, “re- 
sponding to written requests from 
state governors,” about 500 legislative 


e 


States reached its peak in 1922, when 2,581 communities 


q “MUNICIPAL ownership of electric utilities in the United 


re dered service to their citizens. More than one half of 
these were engaged only in distribution, power being pur- 


chased from private companies. 


Five years later 


the number of municipal electric plants had dropped to 
2,198, and by 1932 it had dwindled to 1,802.” 
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measures had been written by the 
PWA legal staff. Many of these 
measures were designed to smooth the 
path for municipalities to enter the 
utility business. With few exceptions, 
the state legislatures consigned these 
contributions to waste baskets. 


te the point of removing restric- 
tions deemed to exist against 
local receipt of Federal loans and 
gifts the PWA stuck to its guns in 
one notable case, as Camden, N. J., 
will testify. In that city the people 
voted to establish an electric plant to 
compete with the privately owned 
utility. The PWA agreed to lend 
the city $4,300,000 and contribute as 
a gift $1,700,000. But the PWA 
thought that certain enabling legisla- 
tion was necessary. The governor of 
New Jersey and the state legislature 
insisted that the existing laws were 
good enough. The allotment was 
rescinded. The PWA, however, an- 
nounced that whenever the New Jer- 
sey legislature decides to be reasonable 
(as defined by the PWA) the allot- 
ment may be reconsidered. 

Criticism of allotments for com- 
petitive electric plants assumed em- 
barrassing proportions, and Adminis- 
trator Ickes said: 


We make it a practice, before approving 
a loan, to give the company an opportunity 
to put into effect rates at least as low as 
those at which the municipal system will 
be self-liquidating. Several utility compa- 
nies have accepted this opportunity. 
Obviously, it would seldom, if ever, 
be possible for a privately owned util- 
ity to sell electricity at the same price 
charged by a plant subsidized by the 
public treasury. However, to give 
point to the idea expressed by Mr. 
Ickes, the PWA let it be known that 


the city of Columbus, Ohio, which 
owns an electric plant operated in 
competition with a privately owned 
utility, had been advised to withdraw 
its application for a loan-grant because 
the private utility had agreed to reduce 
its rates. This was in the autumn 


of 1934. A few months later a gift 
of $320,000 to the Columbus munic- 
ipal plant was approved by Mr. Ickes. 


HE case of Danville, Va. (popula- 
tion 22,247), indicates that the 
citizens of a community can be in- 
duced to swallow a large debt-pill if 
sufficient sugar-coating is applied. 
Danville has operated a municipal 
steam electric plant, without competi- 
tion, for twenty-two years.  Inci- 
dentally, it charges 6 cents per kilo- 
watt hour for the first 300 kilowatt 
hours used monthly for lighting. 
(The famed TVA “yardstick” rate is 
3 cents for the first 50 kilowatt hours.) 
Energy used for cooking, heating, and 
refrigeration is sold for 3 cents per 
kilowatt hour. (For this type of use 
the TVA schedule is 1 cent per kilo- 
watt hour or less.) The Danville plant, 
however, is not yet clear of debt.* 
In 1933 the PWA made a loan- 
grant of $3,000,000 to Danville for 
a hydroelectric plant to be constructed 
sixty miles away, with a transmission 
line to the city. The gift in this in- 
stance was to be 30 per cent of the 
cost of labor and materials—amount- 
ing to at least $750,000. When ac- 
ceptance of this Federal donation 
(along with the obligation of repay- 
ing the balance of $2,250,000 plus 4 
per cent interest) was put up to the 
people at an election, they rejected the 


2 Burns & McDonnell, “Results of Municipal 
Lighting Plants” (1935). 
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PWA Loans and Gifts 


wah ar PWA has made loans and gifts (some- 
times gifts without loans) to 90 municipalities 
which were being served by privately owned utilities. 
These loans amount to $16,052,197 and the gift 
aggregate $9,372,549—a total of $25,424,746, nearly 
all of which was intended to destroy or cripple in- 
vestments made in plant and equipment rendering 


public service.” 





offer and the PWA allocation was 
rescinded. 

So-o-0-0, a year later (Virginia law 
prevented a second election in shorter 
time) the plans for the project were 
slightly revised and the PWA again 
made an allotment, this time $2,- 
750,000. It was to be on the same 
basis—that is, a grant of 30 per cent 
of the costs of labor and materials, 
amounting probably to $700,000. 


——— there was considerable 
likelihood that the second elec- 
tion (in October, 1935) would result 
as did the first. Anyway, about sixty 
days before the election the PWA de- 
cided that Danville’s gift from the 
Federal treasury might come from the 
1935 public works fund, under which 
45 per cent of the total cost of such 
a project could be given to a public 
agency. That meant a gift of $1,- 
237,909 to the city of Danville for 
its proposed $2,750,000 hydroelectric 
plant, and a 4 per cent loan of only 
$1,513,000. 

The offer was now high enough and 
Danville’s voters accepted. At an 
election last October they approved 
a bond issue of $1,513,000. The tax- 
payers of the United States made 


them a gift of the sum of $1,237,909. 

Perhaps there should be no criti- 
cism of this use of public moneys for 
the benefit of a small group of citi- 
zens, since there is nothing destruc- 
tive in the Danville case and a certain 
amount of employment results. But 
let us consider another situation. 

Coeur d’Alene, Idaho (population 
8,297), is served with electricity by 
a utility operated under a franchise 
which has about twenty years to run. 
There was no particular complaint 
about the service, and the rates were 
exceedingly reasonable for a commun- 
ity of this size. (The Federal Power 
Commission’s rate survey reported, as 
of January 1, 1935, a charge of $2.16 
for 40 kilowatt hours, $3.78 for 100 
kilowatt hours.) With the prospect 
of a PWA gift of $180,300 and a 
PWA loan of $469,700, the citizens 
of Coeur d’Alene voted to build a 
competing electric plant. 


iS Rw Idaho PWA board, recogniz- 
ing the uneconomic aspects of the 
proposal to build a $650,000 plant to 
compete with an established utility for 
the business of a community of 8,297 
residents, recommended to Washing- 
ton that the city’s application be re- 
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jected. PWA engineers investigated 
and reported against an allotment. 
Then something happened that is not 
to be found in the records. (Some 
say things about political influence.) 
The loan-grant was authorized. 

The new plant has not yet been 
built, however. The utility which 
holds a franchise to serve Coeur 
d’Alene obtained a permanent injunc- 
tion in the Federal district court 
against this use of public moneys. 
The government has appealed to the 
U. S. Circuit Court of Appeals at San 
Francisco. 

“Premeditated industrial murder” 
is the phrase used by a writer in de- 
scribing a situation at Iowa City, 
Iowa, in which President Roosevelt 
has shown a personal interest. This 
case is different from that at Coeur 
d’Alene only as to the amount of 
money involved and the fact that the 
Iowa City utility’s franchise expired 
two years ago. The company con- 
tinues to render service, but occupies 
the city streets only by sufferance. It 
has a plant and distribution system 
valued at $1,500,000. 

Nearly two years ago, Iowa City 
voters (by a majority of 155 in a 
total vote of 5,763) favored the build- 
ing of a municipal electric plant to 
cost $917,000. The PWA was to 
lend the city $668,000 and make a 
gift, on the 30 per cent basis, of 
$249,000. The city council, however, 
was not sufficiently diligent in carry- 
ing out the plan and the allotment was 
rescinded. 


A YEAR later the matter was revived 
when President Roosevelt ap- 
proved a 45 per cent grant of $413,000 
from the 1935 public works fund. 


The balance of $504,000 was to be 
loaned from the old PWA fund. In 
approving the allotment the President 
wrote to the director of his National 
Emergency Council : 

Will_you nag convey to the mayor of 
Iowa City, Iowa, my compliments and tell 
him of the pleasure I have had in approv- 
ing an allotment for their municipal power 

lant, made on the recommendation of the 

on. Harold L. Ickes, Public Works Ad- 
ministrator. This is a project that the 

people of that city have been advancing a 

long time, and I shall watch its development 

toward completion with the greatest interest. 

Possibly Mr. Ickes, when he recom- 
mended this allotment, did not know 
that the utility’s rates then in effect 
were lower than those proposed to 
be charged by the municipal plant. 
Perhaps, also, he was not advised that 
the utility had offered to make a 
further reduction, bringing the rates 
more than 20 per cent below the pro- 
spective municipal schedule, if the pub- 
lic plant scheme should be abandoned. 
Or it may be that Mr. Ickes had for- 
gotten what he said about giving utili- 
ties a chance. 

Perhaps, however, the Administra- 
tor had adopted the new view he ex- 
pressed when testifying last December 
in a suit to restrain the Santee-Cooper 
hydroelectric project in South Caro- 
lina—a Federal-financed development 
by a state agency. Then Mr. Ickes 
said the only interest the PWA has in 
rates is that of a bondholder ; the rates 
must be high enough to insure pay- 
ment of principal and interest of the 
bonds purchased by the government. 


Wwe the question of competition, 
and its effect upon the municipal 
plant, was injected into the Iowa City 
situation, the city attorney delivered 


an opinion. He said: 
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Without a franchise, the company cannot 
possibly operate in competition with the 
municipally owned plant, if the city admin- 
istration gives notice to quit and gives a 
reasonable time in which to remove company 
property from the streets. 

That Federal officials were willing 
to wink at the forcible ousting of an 
established company is indicated by a 
PWA statement quoted by lowa City 
officials in these words: 


The PWA will readily approve such 
projects even where these plants would be 
in conflict with existing facilities, provided 
the technical, legal, and financial set-up for 
the municipal plant is sound and it would 
be beneficial to the community. 

Again, however, the municipal plant 
has not been built. The Federal loan- 
grant has been temporarily restrained 
by the supreme court of the District 
of Columbia, on petition of the lowa 
City utility company. 

The electric utility serving Knox- 
ville, Tenn., had at least an opportu- 
nity to save something in the face of 
prospective ousting or ruinous compe- 
tition. This was due to the interest 
of the Tennessee Valley Authority. 


HE PWA authorized a loan of 

$1,950,000 and a gift of $650,- 
000 to Knoxville for a distribution 
system over which TVA power would 
be carried to Knoxyille citizens. The 
utility serving the city faced a serious 
situation. The PWA money could 
not be used by the city to purchase the 
company’s system, because the PWA 
fund was supposed to provide employ- 


ment. No labor and materials are re- 
quired in a sale of property. So the 
TVA stepped in and the company, 
making the best of a bad situation, 
agreed to sell to the TVA, which in 
turn proposed to sell to the city on 
easy terms, the payments to come 
from anticipated profits. But some 
of the company’s stockholders were 
not satisfied and the deal was blocked. 

Then the city began to construct a 
new distribution system with the 
PWA allotment, but this, too, was 
stopped by legal proceedings. The 
case made its tortuous way through 
the lower court, which held the PWA 
loan-grant unconstitutional. It went 
on to the Tennessee Supreme Court, 
where it was argued at length. A de- 
cision by the state court was imminent, 
following which the constitutional 
issue might have reached the Supreme 
Court of the United States in time for 
decision before the 1935 summer ad- 
journment. 

The Knoxville city officials, pre- 
sumably the parties primarily con- 
cerned, were willing to take their 
chances under these circumstances. 
But the PWA was of another mind 
and, holding the purse strings, pre- 
vailed. Under threat of having the 
$2,600,000 allotment rescinded, the 
city was compelled to execute a new 
contract with the PWA and ask the 
state supreme court to remand the 
case for the making of a new record. 


2 


tatives and other public ownership advocates in making it 


q “INCREASING boldness has been shown by PWA represen- 


appear that the Federal government is actively promoting 
In some instances the liberal 
truth has been so presented as to implant a lie in the minds 
of the average citizen.” 


municipal electric plants. 
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The effect of this maneuvering has 
been to withhold the case from the 
United States Supreme Court. An- 
other proceeding has row been started 
by the utility company in the District 
of Columbia Supreme Court. 


. poner procedure has been fol- 
lowed by the PWA in several 
other cases. The reason is that the 
form of contract first adopted gave to 
the PWA authority to control local 
electric rates and the wages and hours 
of workmen employed to build the 
plant. Having discovered that such 
assumption of Federal control was 
likely to be upset by the Supreme 
Court, the PWA evolved a new con- 
tract eliminating many of the most 
vulnerable features. In this way the 
case of Hominy, Oklahoma, which 
has been considered the key case for 
the legal test, has been juggled from 
the District of Columbia Supreme 
Court to the United States Court of 
Appeals, back to the District of Co- 
lumbia court, from which it will again 
go to the court of appeals, thence to 
the United States Supreme Court. 

Increasing boldness has been shown 
by PWA representatives and other 
public ownership advocates in making 
it appear that the Federal government 
is actively promoting municipal elec- 
tric plants. In some instances the 
literal truth has been so presented as 
to implant a lie in the minds of the 
average citizen. 

In January of this year an election 
was held in Jacksonville, Illinois ( pop- 
ulation 17,747), on three propositions 
providing for the city’s entry into the 
electric utility business and the issu- 
ance of $420,000 of “mortgage cer- 
tificates” payable from revenues of 


the proposed plant. Substantial ma- 
jorities were cast in favor of the pro- 


posals. 


I“ the campaign preceding this elec- 
tion much stress was laid upon the 
fact that $189,000 (45 per cent) of 
the total cost of the plant ($420,000) 
was to be donated by the government. 
It should be noted, however, that the 
“mortgage certificates” authorized to 
be issued equal the full estimated cost 
of the plant. Evidently there was 
some question about the ultimate re- 
ceipt of this gift, because in a pamph- 
let issued by the municipal plant pro- 
ponents the following questions and 
answers appeared : 


Q. What would happen if the grant failed 
to Hy made or should be withdrawn? 
The city would under no circumstances 
i. obligated to construct the plant unless 
the government would under such circum- 
stances increase the loan to $420,000, still 
to be payable only from the revenues and 
without any obligation on the part of the 


city. 
Q. Is there any indication that the pro- 
posed grant might be withdrawn or fail? 
A. Absolutely not. 


Still, there must have been felt a 
need of further reassurance: 


Q. Is there any case before the Supreme 
Court attacking the constitutionality of mak- 
ing either the grant or the loan, or both? 

A. No. The grant and loan are being 
made under the provisions of Title II, 
NIRA, or the Emergency Relief Appropria- 
tion Act of 1935. We quote from a letter 
received from Chief Counsel for PWA in 
Illinois on January 8th: “We wish to in- 
form you that at present time there is no 
case pending before the Supreme Court of 
the United States which involves the con- 
stitutionality of Title II, NIRA, or the 
ow Relief Appropriation Act of 


HIS quoted statement was literally 
true, yet its author must have 
known that nearly two: score of cases 
involving the constitutionality of these 
PWA loan-grants were proceeding to 
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the Supreme Court as rapidly as 
PWA legal maneuvering would per- 
mit. 

It is interesting, also, to note the 
type of appeal made to the voters of 
Jacksonville in behalf of the municipal 
ownership proposal. Reproduced here- 
with is part of a large advertisement 
presenting the supposedly philanthrop- 
ic attitude of the Federal government. 
A case of “heads, we win; tails, you 
lose.” But—“if the business doesn’t 
pay,” certainly somebody will have lost 
$420,000. And if it does pay, a loss 
of equal or greater amount will doubt- 
less be sustained by the stockholders 
of the utility now serving the city. It 
is highly improbable that two electric 
utilities can be operated profitably in a 
community of 17,747 with little indus- 
trial activity. 

The “gimme” spirit also was in- 
voked in this campaign. Note the 
patriotic appeals set out on this page. 

This brings to mind the astute Mr. 
Dooley, who once remarked in con- 
demning the principle of the protective 
tariff: ““Howiver, since there is so 
much av this iniquithous monthrosity 
passin’ around, shure we might ez well 
git our share av it!” 





U. S. SAYS TO 
JACKSONVILLE 


“Here is $420,000. 


Take it. Start a business with it. If this 
business pays return $231,000 out of the 
profits. If the business doesn’t pay, 
don’t return any of it.” 


Is This a Debt? 


An Outright Gift of $189,000—re- 
maining $231,000 payable only 
out of earnings. 














LET’S 
GET OUR 
SHARE 


The United States Government is 
spending Five Billion Dollars ($5,000,000,- 
000) on work relief and recovery projects. 
We may as well get our share for Jackson- 
ville. We can use it as well as anyone. 











A a final illustration of the various 
methods used to promote munic- 
ipal ownership of electric plants, con- 
sider the case of Wichita Falls, Texas 
(population 43,690). Congressman 


W. D. McFarlane (Democrat), who 


hails from that section, claims the 
honor of having secured PWA ap- 
proval of a loan of $1,260,000 and a 
gift of $490,000. It was found neces- 
sary, however, to pledge revenues 
from the city water department, in ad- 
dition to the prospective revenues 
from the proposed electric plant, be- 
fore this approval was forthcoming. 
For this or other reasons, the citizens 
of Wichita Falls turned down the pro- 
posal at an election last December. 
With unusual speed the Wichita 
Falls allotment from the PWA was 
revised to eliminate the pledging of 
water revenues, and another election 
was called for February 8th. Con- 
gressman McFarlane used six pages 
of the Congressional Record to pre- 
sent a campaign document for use in 
the second contest. On the eve of the 
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People Generally Opposed to Municipal Plants 


ce HE widely advertised desire of Federal au- 

thorities under the leadership of President 
Roosevelt to encourage municipalities to engage 
in the electric utility business has brought on an 
unusual number of local elections (admittedly 
incomplete, but including all on which informa- 
tion is at hand) strongly indicates that the people 
generally are opposed to municipal ownership.” 





election he induced the National 
Broadcasting Co. to allow him fifteen 
minutes on a radio network, ostensibly 
to discuss “The Machinations of the 
Power Trust.” Actually, he delivered 
a campaign speech to the people of 
Wichita. 

Whether such activities represent 
matters of national welfare may well 
be questioned. In this instance, how- 
ever, they failed to accomplish their 
purpose, for the citizens of Wichita 
Falls again defeated the proposition. 
The Associated Press, under a Wichi- 
ta Falls date line, thus concluded its 
report of the election: 


Presence of Federal agents who said they 
were here to see that the PWA received 
a fair deal in the election caused resentment 
when their presence became known. 

Of course, Mr. McFarlane and oth- 
er municipal ownership advocates 
claim that the Wichita Falls utility 
and its parent company used unfair 
tactics in the campaign. 


HE recent opinion of the Supreme 

Court of the United States in the 
Hoosac Mills (AAA) Case, adopting 
the views of Mr. Justice Story in his 
Commentaries on the taxing powers 
of Congress under the welfare clause 
of the Constitution, said: 


Story says that if the tax be not proposed 
for the common defense or general welfare, 
but for other objects wholly extraneous, 
it would be wholly indefensible upon con- 
stitutional principles. 

And he makes clear that the powers of 
taxation and appropriation extend only to 
matters of national, as distinguished from 
local, welfare. (Italics supplied.) 

The PWA has made loans and gifts 
(sometimes gifts without loans) to 
90 municipalities which were being 
served by privately owned utilities. 
These loans amount to $16,052,197 
and the gifts aggregate $9,372,549— 
a total of $25,424,746, nearly all of 
which was intended to destroy or crip- 
ple investments made in plant and 
equipment rendering public service. 
The alleged reason for this great Fed- 
eral attack upon local business was 
that the operating utilities were charg- 
ing too much for their services. As 
has been shown, however, rates have 
not necessarily been the real motive. 
In fact, there is good ground for be- 
lieving that rates have had little or 
nothing to do with the matter. It isa 
matter of spreading public ownership 
of local utilities. 


N addition to the allotments for 
competitive plants, the PWA has 
authorized loans and gifts aggregat- 
ing $8,374,095 (of which the gifts are 
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$3,587,595) to 92 cities and villages 
for the improvement and extension of 
existing municipal electric plants ren- 
dering commercial service. 

This brings to $33,798,841 the sum 
which the United States government, 
through the guise of relieving unem- 
ployment and providing for the na- 
tional welfare, has proposed to spend 
on the work of spreading public own- 
ership of municipal electric plants. 
Of course, it is expected that the loan 
—$20,838,697—-will be repaid from 
earnings of the plants. But, as Con- 
gressman McFarlane told his Wichita 
Falls constituents, “The light plant 
must pay for itself out of its own 
earnings, otherwise it belongs to the 
government.” (Italics supplied. ) 

And what would the government 
do with it? 

The widely advertised desire of 
Federal authorities under the leader- 


ship of President Roosevelt to en- 
courage municipalities to engage in 


the electric utility business has 
brought on an unusual number of lo- 
cal elections in the last two years. A 
record of such elections (admittedly 
incomplete, but including all on which 
information is at hand) strongly in- 
dicates that the people generally are 
opposed to municipal ownership. 


HIs record covers elections in 54 

cities and villages in 22 states. 
In nearly every instance PWA loans 
and grants had been made or were an- 
ticipated. In 35 of these communi- 
ties, having a combined population of 
951,980, the proposals for municipal 
ownership were rejected. The 19 mu- 
nicipalities which voted for the prop- 
Osition have an aggregate population 
of 707,856. Four cities in this group 


account for 87 per cent of the group’s 
total population. 

Thus it appears that the communi- 
ties, large and small, are about 2 to 1 
against this movement despite the 
claims of the Public Ownership 
League and the support of the Fed- 
eral government. 

It is not surprising, in view of the 
situation which has been described, 
that at least 40 of the 90 allotments 
for competitive municipal plants, in- 
volving approximately 55 per cent of 
the total loans and grants made for 
such projects, should have been op- 
posed in legal procedure by the utili- 
ties affected. It is a matter of life or 
death to many of them. 

These court attacks have been of 
various types, sometimes questioning 
the legality of local elections, some- 
times contesting the right of the mu- 
nicipality to assume a new debt. A 
large majority of the cases, however, 
raise the question of the constitution- 
ality of this use of Federal moneys. 
Largely for this reason (Federal offi- 
cials located in Washington being 
necessary parties) most of the cases 
have been brought in the supreme 
court of the District of Columbia. At 
least 26 PWA allotments are there 
awaiting disposition. In the mean- 
time, use of the money is restrained 
by court order. 

The quoted comment of the court 
in the Hoosac Mills Case may be in- 
dicative of the decision ultimately to 
be made on the constitutionality of 
using Federal funds in local, as dis- 
tinguished from national, welfare. 

Will the court decide that the na- 
tional welfare is improved by public 
ownership of electric plants in a few 
dozen scattered municipalities ? 
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Why a Utility Rate Base 
Is Not a Tax Base 


One of the most familiar outcries against public utilities has been that 
they value their property at a@ higher amount for rate making than 
they do for taxation, the assumption being that they are thereby putting 


something over on the public. 


In this article the author explains why 


this is an unsound assumption and why the use of the same property 
value as the basis for rate making and taxation would be unfair to 
the utilities or their customers. 


By ROBERT D. GARVER 


IGGER, if not better, taxes are 
now to be expected. The ex- 


penses of government, nation- 
al, state, and local, have been and are 
steadily mounting. They must be 
paid. The return of the taxpayer is 
being subjected to even closer scrutiny 
than in the past. It is intended, and 
rightly, that no one shirk his duty 
and none escape his just tax obliga- 
tion. 

The familiar cry that utilities un- 
justly claim one value for rate pur- 
poses and another for taxation will 
doubtless be renewed and amplified, 
and the cry will be heard by ears that 
have for several years been listening 
to a planned campaign of violent anti- 
utility propaganda. 

In rate cases utilities will, as they 
have in the past, be confronted with 
their returns for ad valorem taxes; 
and such returns will be urged as evi- 
dence of inaccuracy of their claimed 


valuations if not of their actual dis- 
honesty or fraud. 

County assessors being advised of 
the values claimed by utilities and 
comparing those values with tax re- 
turns will, as they have in the past, 
quite naturally jump to the conclusion 
that something is rotten. 

Bills have in the past been intro- 
duced in legislatures seeking to limit 
utility earnings to the values returned 
for taxation or to tax on values 
claimed for rate purposes, and such 
efforts will probably be renewed with 
increased vigor born of the desire to 
get some of the supposed political 
trophies of the hunt while the open 
season is on. 

Why is this charge made, and is it 
justified ? 


a explanation of why utilities 
have been singled out for this 
charge of double dealing is simple. 
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They, of all taxpayers, are required to 
make public the most intimate details 
of their lives and property. Monthly 
reports, quarterly reports, annual re- 
ports, hearings, and inquisitions have 
placed the utilities in the proverbial 
gold fish bowl, which not only dis- 
closes but distorts. 

We will get to the distortion later ; 
but for the moment, it might be in- 
teresting to subject some of the best, 
most influential and, in fact, most val- 
uable citizens of any city which has a 
much maligned utility to the same test. 

If your leading merchant is placed 
in such a gold fish bowl, how would he 
look as compared with your utility? 
If, for instance, his sworn statement 
to Dun and Bradstreet for credit pur- 
poses is placed beside his tax return, 
do you suppose that they would check ? 
You know they would not, and you 
would not expect them to, any more 
than you would like to believe that all 
you have in the world to leave your 
dependent family on your demise is 
what you have returned for taxation 
at the value stated. 

This does not mean that all taxpay- 
ers are crooked ; nor does it mean that 
the utilities claim the right to be un- 
fair because others are. It simply 
means that in the administration of 
tax laws, regardless of what they may 
say about true value, it is not the 
practice of assessors to include the 
property of any one, unless it may be 
utilities, at anything like actual values. 


B’ all of which I merely mean to 
illustrate that the reason the 
charge is made against utilities alone 
is, that the utilities alone have dis- 
closed the facts. 

For the same reason it follows that 


the tax returns of utilities much more 
nearly approach actual values than do 
those of other like taxpayers, and that 
the utilities in fact bear more than 
their proper share of the tax burden 
instead of less. 

Taxes are incidental to all govern- 
ment, and their necessity is recognized 
in the Federal and all state Constitu- 
tions. Such Constitutions do, how- 
ever, safeguard the people by provid- 
ing that the assessment of taxes shall 
be at a uniform and equal rate, and 
are violated if one taxpayer’s proper- 
ty is assessed at 50 per cent of its val- 
ue, and that of another taxpayer at 
100 per cent. 

Concrete experiences are always 
more interesting and impressive than 
abstract observations, for which rea- 
son I will relate the experience of a 
certain utility in a certain city. 

It was sued for a large sum arrived 
at by applying to all its property a val- 
ue of 100 per cent or more. The util- 
ity had refused to pay on the ground 
that the property of all other taxpay- 
ers was accepted by the assessor at 
not more than one half that percent- 
age. 

The city was not an exceedingly 
large one, and the utility made a com- 
plete analysis of all tax returns. The 
results were rather surprising. 


HE aggregate return for cash in 
banks for the state as a whole 
was a mere 14 per cent of the cash on 
deposit in the banks, notwithstanding 
the fact that the utilities in the state 
had reported their cash 100 per cent. 
The aggregate return for diamonds, 
jewelry, and silverware represented 
the sales for only one year of two 
jewelers in that city alone, although 
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the city happened to be close to a much 
larger city where the most expensive 
jewelry was purchased. 

The stocks of goods of the city’s 
merchants when compared with their 
statements made to nationally known 
credit rating concerns multiplied as to 
both quantity and value. 

A comparison of the tax values of 
real estate in this particular town on 
such pieces as were covered by record- 
ed mortgages disclosed the fact that 
the mortgaged property was assessed 
for approximately 92 per cent of the 
face value of the first mortgages. It 
is obvious, therefore, that the proper- 
ty was not assessed for more than 50 
per cent of its value. 

An analysis of the automobile li- 
censes gave the model and year of the 
cars reported, and disclosed the fact 
that the total value assessed to auto- 
mobiles was approximately 65 per cent 
of the turn-in value of those cars as 
shown by the automobile dealers’ 
standard lists. 

Values on the tax roll for personal 
property indicated that in this prosper- 
ous city of 45,500 people the average 
family was assessed $118. 


N” the utility had listed accurate- 
ly all its cash and all its stocks 
and every foot and item of equipment 
it had. It was much more honest in 
that respect than its fellow-merchants. 
Perhaps it was entitled to no credit 
for that, as it had to be honest wheth- 
er it wanted to or not. That, how- 


ever, is immaterial to our present con- 
sideration, as we are not discussing 
honesty but values. The point at is- 
sue in this case was as to whether the 
utility was having applied to it an as- 
sessment uniform and equal with that 
applied to its fellow-taxpayers. 

Well, the results of this investiga- 
tion and analysis of tax returns were 
laid before the prosecutor of the suit. 
He was informed that all the mer- 
chants would be hailed into court, con- 
fronted with their returns for credit 
and their returns for taxation, and 
asked to state on what per cent of true 
value they were being taxed. 

The case was settled without trial. 

All of this, again, may savor of a 
plea that the utilities have as much 
right to be crooked in tax matters as 
anyone else; but that is not the pur- 
pose, for even if they have the right, 
they cannot exercise it because of the 
aforementioned gold fish bowl in 
which they exclusively live. The pur- 
pose is to show that if the charge that 
the utilities claim one value for rate- 
making purposes and another for tax 
purposes is made with the belief that 
the utilities are shirking their just part 
of the tax burden, the picture of the 
utility has been much distorted. 


Pye back, perhaps rather 
tardily, to the question why a 
value used for rate-making purposes 
should not be used for tax purposes, 
let us consider what a rate base is, 
considering tangible property only. 


e 


“. . . the tax returns of utilities much more nearly ap- 

q: proach actual values than do those of other like taxpayers, 
and that the utilities in fact bear more than their proper 
share of the tax burden instead of less.” 
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A rate base is the true, 100 per cent 
value of the utility’s property. It 
must be this, for otherwise the utility 
could not exist. It is like all other 
merchants in all respects, except that 
it cannot quit when it wants to, and 
its rates are fixed for it and not by it. 
It has dedicated its property to the 
public and must serve the public in 
good times and bad. If it must keep 
going, it must have money to pay its 
bills, maintain its property, and retire 
its investment, and in addition, a rea- 
sonable return. This is so self-evi- 
dent and so generally accepted that no 
elaboration is necessary. If it has $2,- 
000,000 invested in its property used 
and useful, and it would cost that sum 
to reproduce it, that is the rate base 
on which it must earn. If it is the 
practice in its community to assess 
property at 50 per cent of its value, 
this utility has a right to make a tax 
return of $1,000,000; whereas on a 
rate base of $1,000,000 it would be 
doomed to failure because its income 
would be only one half its require- 
ments. 


|, quan that your county assessor 
agrees that 50 or some other per 
cent of value is proper as an assess- 
ment for your property and must be 
used in order that your treatment be 
uniform and equal with that of your 
fellow-taxpayer, then does it follow 
that such percentage should be applied 
to your rate base value? It most cer- 
tainly does not. 

My experience has been entirely 
with natural gas utilities, and I shall 
therefore confine my discussion to 
them. By analogy, however, the same 
principles should apply to others. 

Suppose a gas distribution system 


is proposed for a certain city requiring 
100 miles of pipe. The pipe and. fit- 
tings are racked on the ground, and 
work is ready to start. With things 
in this situation, the day for taxation 
arrives. The pipe and fittings, still in 
the rack, are listed at the proper per- 
centage of their value. The procedure 
is very simple and no cause for con- 
fusion exists. 

By the next annual tax date, the 
pipe and fittings are buried in the 
ground as part of a distribution sys- 
tem. Assume that it costs for labor in 
excavating, laying, back filling, etc., 
50 per cent of the original cost of the 
pipe and fittings, what then is the re- 
sult on rate base and on tax base? 
Clearly the utility must earn on its in- 
vestment in labor as well as material 
and clearly its rate base must be in- 
creased 50 per cent. This never has 
been and probably never will be ques- 
tioned. 


I it not also true that the tax value 
decreases by the same amount as 
the rate base increases, assuming that 
the cost of reclaiming the pipe and fit- 
tings is the same as the cost of putting 
them in place? 

If this system after completion is 
for some reason abandoned and never 
put in use, is not its tax value the 
original cost of the material less what 
it would cost to reclaim, recondition, 
and rack it, as it was in the beginning? 

If the foregoing is true, how can 
use change the value of a tangible ma- 
terial ? 

This utility after put in operation is 
for taxation purposes nothing more or 
less than a merchant selling a fuel and 
delivering it to the customer in the 
only manner it can be delivered. Its 
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Proper Basis for Ad Valorem Taxes 


“ee 


the return of a utility for ad valorem taxes should not 


be its rate base, or an accepted percentage of its rate base, but must, 

if the rate is to be uniform and equal and double taxation is to 

be avoided, be the accepted percentage of its bare tangible facilities, 

without regard to its earnings which are taken care of by income 

taxes, and without regard to its intangible values which are taken 
care of by capital stock taxes.” 





hardest competitor is a coal dealer 
who has a vacant lot next door, with 
a fence around it and a fleet of trucks 
with which he delivers his particular 
fuel, likewise in the only manner in 
which it can be delivered. 

The coal dealer returns for taxation 
his stock of coal, his trucks, and his 
fence—his facilities with which he 
carries on his business. No one ever 
questions or can successfully question 
the correctness of his return. No one 
asks him how much he is making in 
his business. No one asks him what 
he cari sell his business for. It is as- 
sumed by all that if the business is los- 
ing money, its value is no more than 
that of its coal, trucks, and fence. It 
is also likewise assumed that if this 
particular merchant by reason of his 
personality, acquaintance, or business 
practices has developed a very lucra- 
tive business which he could deliver to 
a purchaser, the sale price would be 


many times the bare tangible facili- 
ties by which the business is carried 
on. 

But he does not pay taxes according 
to what he is making or according to 
what a purchaser would pay for his 
business. 


I’ taxation must be uniform and 
equal, why should the gas mer- 
chant be treated differently from the 
coal merchant? 

I have used a coal merchant for 
purposes of illustration because that 
business is almost identical with the 
business of a natural gas utility. 
However, in principle, all merchants 
are alike. The dry-goods merchant, 
the hardware merchant, and all others 
return their building and real estate 
just as does the gas merchant and then 
they return the facilities with which 
they store, exhibit, sell, and deliver 
their wares—not on values deter- 
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mined by a consideration of what the 
business is making or what a pur- 
chaser would pay for it as a going 
concern, but on the values of the sepa- 
rate items constituting such facilities 
at their value independent of their use. 
By this I am again not attempting 
to say that the gas utility has the right 
to avail itself of a questionable prac- 
tice merely because others do so; but 
do mean to say that other merchants 
are making a correct return and that 
the gas utility has the same privilege if 
taxes are to be uniform and equal. 


HE matter is of more than usual 

concern to utilities at this time by 
reason of the agitation against them. 
Ordinarily, if taxes are allowed as an 
operating expense and passed on to 
the consumers, the utility should not 
complain if it has a market and rates 
which enable it to make this tax, even 


though it is unjust, discriminatory, or 
not uniform or equal. The complaint 
should perhaps more properly come 
from gas consumers who are paying 
this tax for the equal benefit of those 


who do not use gas. Under present 
conditions, however, where the public 
is being asked to judge the rates of 
utilities by the yardstick of the TVA 
and other government projects which 
pay no taxes but on the contrary are 
subsidized, it is the serious concern of 
every utility to keep its rates as low 
as possible. This it cannot do if its 
taxes are excessive by reason of not 
being uniform and equal with those of 
its competitors merchandising other 
fuels. 

There may be an attempt to answer 
the foregoing with the common argu- 
ment that if a utility has a well-estab- 


lished business in a satisfactory and 
growing market and is making a re- 
turn which causes it to be attractive to 
investors, the property as a whole and 
as a going concern has a much greater 
value than the value of the component 
parts of the facilities used in market- 
ing the gas sold to consumers. It is 
true that the property has this value, 
but the value is an intangible value 
which ad valorem taxes are not de- 
signed or intended to cover. 


| gover taxes and capital stock taxes 
are designed to, and do, take care 
of intangible values. In determining 
the value of the capital stock of a cor- 
poration the general practice is to de- 
termine what that stock is selling for 
on the market, if the stock is listed, or 
what a willing purchaser would pay 
for it if no market is established. 

This capital stock value having been 
found, there is then deducted the value 
of tangible property as listed for ad 
valorem taxes, the remainder being 
the intangible value of the capital 
stock upon which stock tax is paid. 

Does it not necessarily follow, 
therefore, that the return of a utility 
for ad valorem taxes should not be 
its rate base, or an accepted percentage 
of its rate base, but must, if the rate 
is to be uniform and equal and double 
taxation is to be avoided, be the ac- 
cepted percentage of its bare tangible 
facilities, without regard to its earn- 
ings which are taken care of by in- 
come taxes, and without regard to its 
intangible values which are taken care 
of by capital stock taxes? 

Must this not be true if the gas 
merchant is to be treated the same as 
other merchants ? 
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Going Value? 


An elusive question which still bothers 
the commissions 


By WILLIAM C. BOYRER 


re 4 (5{= value is not merely 
heading for the rock pile; 
it’s already on the rock 
pile!” ? 

Such was the somewhat picturesque 
opinion expressed by one of the lead- 
ers in a valuation discussion at the 
1934 convention of the National As- 
sociation of Railroad and Utilities 
Commissioners. This statement is 
typical of the attitude which appears 
to have gained momentum during the 
last few years among some of the 
state commissions. 

Only last August, Pusiic UTILI- 
TIES FORTNIGHTLY carried the text 
report of a decision of the Oklahoma 
commission * to the effect that “where 
physical properties of a public utility 
have been valued as an assembled 
whole the item of going con- 
cern value has received adequate con- 
sideration.” Other regulatory opin- 
ions express similar views. A sepa- 
rate allowance for going value has 
been called “too vague,” “too con- 

1 Proceedings of the 46th Sonnt Conven- 
tion N.A.R.U.C. (1934), p 


2 Re Southwestern Beli Feleph. Co. (1935) 
9 PU.R(NS.) 1 


jectural,” and otherwise lightly dis- 
missed. Behind most of these re- 
fusals to recognize the specific valid- 
ity of going value, there seems to 
lurk, however, the implication that it 
is chiefly too complicated or too elu- 
sive to appraise; in plainer words, 
perhaps, too much trouble to bother 
about. As the Oklahoma commission 
quite frankly stated in the opinion 
already mentioned: “The very fact 
that going concern value is incapable 
of computation suggests that it is a 
comprehensive term embracing all 
the elements which are capable of de- 
termination.” 

And yet, sincere though these op- 
ponents of specific allowances for go- 
ing value may be, there arises some 
question as to whether their difficulty 
may not lie in taking the theoretical 
rather than practical approach. The 
theoretical approach is by way of nar- 
row legalistic distinctions. We start 
with the broad general principle that 
going value represents the difference 
between a “bare bones” utility plant 
ready to operate and the value of the 
same plant after it has established 
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successful operation, and immediately 
become involved in a multitude of 
taboos laid down by case law. Going 
value, it is said, is not good will. It 
must not represent past deficits or 
promotional losses. It is not this and 
it’s not that. Approaching the sub- 
ject from this angle, it is small won- 
der that some of our more forthright 
regulators have thrown up their hands 
and concluded that it is not much of 
anything. , 


HAT confusion should still lurk 

in the minds of those ruling on 
fair value is discouraging, to say the 
least of it. The situation might be 
colorfully pictured in this way. As- 
sume two hotels of identical construc- 
tion and capacity for attracting 
guests, one, A, fully equipped with an 
operating organization and enjoying 
a full business; the second one, B, 
In the construc- 


possessing neither. 
tion of both are to be found all the 
cost elements equivalent to those met 
with in the reproduction of public 


utility physical property, but for 
which would a prospective purchaser 
be apt to offer the more money, or 
which in his eyes would have the 
greater value? The difference is de- 
fined as going value. 

How much more the willing pur- 
chaser would give for hotel A is the 
next question. Assume the cost of 
attaching the business definitely 
known. Would this be the added 
price at which he would close the 
transaction, on the principle that this 
sum must be expended to acquire an 
equal volume of business for hotel B? 
Or would the fact that the problem of 
attaching the business and maintain- 
ing it with its uncertainties having 


been solved for hotel A, induce him 
to pay more? The chances are that 
it would. How much more depends 
upon the taste and fancy of the pur- 
chaser? But, whether or not, the 
cost of attaching the business and 
maintaining it is the key to the situa- 
tion. To attach business and main- 
tain it requires an organization prop- 
erly selected and trained to its pe- 
culiar requirements; and this costs 
money. Here a digression: In “cost 
to reproduce” estimates the basis up- 
on which corporate overheads are cal- 
culated and the activities they are 
supposed to cover often remain ob- 
scure. It is to this fact, largely, that 
confusion in the minds of judges is to 
be attributed. (The organization 
now under discussion has no relation 
to corporate overhead—the latter in- 
volves only the construction of physi- 
cal property.) To proceed: 


HE problem of going value in- 

volved in a public utility fair val- 
ue determination differs from the 
case of the two hotels in the absence 
of a prospective purchaser. No one 
is going to buy the property and the 
question is limited to what going val- 
ue can fairly be claimed by its owners. 
One method of calculation used in for- 
mer times is to capitalize the losses 
during the period prior to substantial 
development, at the current interest 
rate. This method is fair enough, 
speaking generally, but objection was 
raised that it put a premium on lax 
business methods; that it penalized 
those who, by better foresight and bet- 
ter executive ability, have a shorter 
period of lean years to show. There 
developed, subsequently, the method 
of calculating the cost of acquiring 
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Changing Ideas As to the Rate Base 


66 HE tendency of regulatory bodies to furt with reproduc- 

tion cost and actual cost is of long standing. A zeal to 

reduce rates sometimes confuses the vision; and the method 
seeming to offer the most promising results is grasped.” 





and maintaining the business attached. 
The cost elements included in going 
value may be classified as follows: 


1. Personnel costs : 

(a) Training and furnishing work- 
ing experience to employees 

(b) Building up, codrdinating, and 
unifying the organization 

2. Plant costs: 

Cost of adjusting, breaking in, and 
tuning up the physical plant, 
establishing improved stand- 
ards of installation and stand- 
ardizing routines and practices. 

3. Commercial costs : 

(a) New business expense 

(b) Inspecting and surveying cus- 
tomers’ premises 

(c) Holding customers and fol- 
lowing up prospects 

4. Carrying costs: 

(a) Return on plant capacity not 
yet called upon for service 

(b) Taxes on such plant capacity 
not yet called upon after serv- 
ice begins 

These cost elements are inevitable. 

HE next question to settle is, at 

what period during plant con- 

struction shall the work of attaching 
the business start and how rapidly 
shall it proceed? It can be assumed, 
of course, that the plant is to be put 


into operation piecemeal, and that the 
work of attaching business will be 
started early enough and proceed in 
such manner as to allow each portion 
to have its proper load at the time it is 
to become operative. Going value, 
thus calculated would be lower than 
that calculated on the assumption that 
the plant remains dead until the entire 
business is attached. Once a plant 
becomes operative, charges of this 
character belong in one of the expense 
accounts. Only such portion as re- 
lates to the business attached before 
operation begins should form part of 
the cost to reproduce. On the other 
hand, directly a portion of the physical 
property is assumed alive, to such con- 
struction as follows the cost elements 
due to piecemeal construction and 
working on a live plant become ap- 
plicable. 

It can be assumed that the prepara- 
tions for attaching business be started 
at a period prior to completion of the 
physical plant and concluded subse- 
quently thereto and that service starts 
immediately upon the completion of 
physical plant construction. In this 
way piecemeal construction and live 
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plant cost elements are avoided. On 
the other hand, carrying charges on 
the diminishing idle plant must be con- 
sidered up to the time of acquiring full 
load. But whatever assumption is 
made these four cost elements would 
have to be met if the property were 
reproduced, and there is no more rea- 
son for their elimination or curtail- 
ment than for the elimination or cur- 
tailment of any cost element involved 
in the reproduction of the physical 


property. 


HE method just outlined has the 

merit of being capable of sub- 
stantiation by existing accounting rec- 
ords. Consider element 1, personnel 
costs, and let it be assumed that the 
cost of training employees is accurate- 
ly kept by the utility in question. It 
has been said that actual cost fur- 
nishes the only guide to a reproduction 


estimate and that its application must 
be made with a view towards the va- 
riation of the assumed working condi- 


tions from the actual. Here is a case 
in point. In actual fact the working 
forces of a utility are subject to a 
“turn over” during the training pe- 
riods. Inexperienced employees are 
given a preliminary training before as- 
signment to actual work. During this 
training some resign or are dropped 
and this process continues. Possibly 
for the restricted period during which 
the attachment of the business is as- 
sumed to take place it might be more 
in conformity with the idea of fair 
value to disregard this turn-over cost. 
Similarly it might be deemed advisa- 
ble to omit the cost of training the 
lowest grade, or those of less than two 
years’ employment. On the other 
hand, it might be assumed that the 


whole organization being new the ex- 
isting standards of excellence would 
have to be developed before training 
employees reached its actual efficiency 
and in consequence the cost thereof 
would be greater than the records re- 
veal. But assumptions of whatever 
nature must rest on experience and 
competent judgment. 

In the course of plant accretions 
new apparatus must be subjected to 
rigid test before becoming part of the 
system and this would be true in the 
case of reproduction. 


HAT the ratio of this cost ele- 

ment, in a reproduction case, 
would be to that furnished by experi- 
ence is a matter of judgment. (Test- 
ing out and clearing trouble, found in 
“cost to produce” estimates, refers to 
the outside plant and wiring gener- 
ally. What is now being discussed 
bears another character.) Here is a 
concrete example: A substation is 
completed. It is found, after trial that 
the extrance door is located too near 
a flight of stairs, for safety. One or 
both must be moved. Heat generated 
by the apparatus raises the tempera- 
ture on the operating floor beyond 
that endurable for the operating force, 
and better ventilation must be secured. 
A large revolving machine develops 
nodes in the shaft, and long-searching 
inquiry is required to locate the cause 
and eradicate it. Coal handling ap- 
paratus must be tuned up; and this is 
particularly applicable to powdered 
fuel. In short, as Kipling so color- 
fully paints in his story of the new 
ship, each integral part of this com- 
plex plant must accustom itself to the 
peculiarities of its fellows before a 
coordinated whole can be secured. 
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represent past deficits or promotional losses. It is not this 


q “GOING VALUE, it is said, 1s not good will. It must not 


and it’s not that. Approaching the subject from this angle, 
it is small wonder that some of our more forthright regula- 
tors have thrown up their hands and concluded that it is 


not much of anything.” 


€ 


Over and above all this the efficiency 
of the operating forces would have to 
be developed to the standard in vogue 
at the time fair value is determined. 
What the volume of these costs would 
be is, again, a matter of trained judg- 
ment. 

These elements refer to the cost of 
securing attached business and can be 
taken from the accounting records of 
the utility in question. They may con- 
tain and probably do in many cases, 
the cost of addressing the public. 

Beyond this, together with carrying 
costs, they speak for themselves. 


Hus the cost elements making up 
going value have been enumerat- 
ed and the method of arriving at their 
fair value sketched. It will be seen 
that they are just as real and subject 
to as logical a development as any of 
the cost elements making up the fair 
value of the physical property. Where 
business is attached there is going 
value. 
Consideration of going value can 
- be eliminated entirely only where there 
is no business. Still, the question 
of going value is usually handled 
gingerly—as if in the hope of its be- 
ing passed unnoticed. It is often 
merged with other intangibles not 
susceptible to clear calculation and to 
this practice much of the obscurity 
surrounding it may be traced. 
There is another item of intangible 


value so-called—that is handled even 
more gingerly: Good will—In fact 
this item is seldom handled at all. A 
mere mention is all that one finds. 
Yet good will has a money value. 
How to measure it may be difficult; 
and in this respect it differs from go- 
ing value. But it exists for all that. 
The author has in mind a utility oper- 
ating in a territory rich in potential 
domestic load and power load. An ex- 
tensive water front offering the best 
shipping advantages seemed to cry out 
for utilization. The territory, con- 
tiguous to a large city, was eminently 
suited for suburban _ residential 
growth. Yet, whether because no 
great faith in the reliability of service 
had been established or sufficient effort 
to administer to the needs of consum- 
ers had been lacking the possible load 
did not develop in the volume one 
might reasonably expect. Subse- 
quently good will was established and 
the utility together with the territory 
it served began to grow. Good will is 
not synonymous with going value as 
certain commissions would lead one to 
believe. Prior to its reorganization 
this utility had the former—for they 
had attached business—but they lacked 
the latter. Since their reorganization 
they possessed both and the value of 
the latter might be measured by the 
difference between the rate of growth 
under the old régime and under the 
new. 
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. must never be forgotten that the 
aim of “cost to produce” calcula- 
tions is to create an impression of fair 
value and to this end cost trends must 
be carefully considered. It happens, at 
times, that a piece of apparatus in use 
and useful possession for a period of 
years, is of a type no longer manu fac- 
tured and for which, therefore, the 
cost to reproduce is higher than that of 
something more modern capable of as 
efficiently performing the same func- 
tions. It is diplomatic, in such cases, 
to consider the cost of the more mod- 
ern apparatus as representing the re- 
production cost of that in possession 
of the utility. Actual cost data, form- 
ing the foundation of a cost to repro- 
duce estimate is here and there incor- 
porated bodily. For example: The 


original contract for piling discovered 
in the search for information, may be 
incorporated without revision into the 


estimate of the reproduction cost of 
the generating station. This tendency 
is as much in evidence in what is 


termed direct labor and material, as in 
calculations of corporate overheads. 
For a strict adherence to the “cost to 
reproduce” theory such data must be 
used only as a guide, and modification 
introduced to the extent indicated by 
the cost trends and assumed working 
conditions. In a similar manner the 
data on going value should be treated. 

The tendency of regulatory bodies 
to flirt with reproduction cost and ac- 
tual cost is of long standing. A zeal 
to reduce rates sometimes confuses 
the vision ; and the method seeming to 
offer the most promising results is 
grasped. From 1908 to the period of 
the World War actual cost was kept in 
the background, but during the period 
of high prices, from the close of the 
war to 1930, every effort was made 
to place in juxtaposition the inflated 
cost elements involved in a “cost to 
reproduce” calculation and_ those 
forming the actual expenditures for 
the property in question. At present, 
the tide flows the other way. 





Rural Electrification 


Tes has been an increase of about 175 per cent in the number of 
American farms electrified during 1935, according to the Rural 


Electrification Administrator. 


Electric service was extended in 1935 


to 83,000 farms, compared to 30,356 in 1934. The total of farms 
having central-station electric service is now about 827,000, out of a total 
of 6,800,000 farms in the country. A 50 per cent increase in rural- 
line construction in 1936 over 1935 is forecast by the Administrator. 
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Are Small Busses Doomed? 


HE legislature of the state of Maine, in 

1921, passed an original bus regulation 
measure, authorizing the Maine Public Utili- 
ties Commission, as a part of the general law, 
to establish insurance requirements for the 
protection of the public. The law also pro- 
vided that in place of an approved insurance 
company, the bus operator might file a satis- 
factory indemnity bond. 

The indemnity bond feature of the law has 
not proven popular and no bus operator has 
attempted to file such a bond. The mini- 
mum insurance requirements for 7-passenger 
cars were set by the commission at $5,000 
for property damage, $5,000 for personal in- 
jury damage to any one person, and $10,000 
for the group. In order for an insurance com- 
pany to qualify to do business in the state 
of Maine, the insurance company had to ac- 
quire the approval of the state insurance com- 
missioner. 

Under the Federal Motor Carrier Act it is 
to be noted that the proposed insurance re- 
quirements are much heavier, requiring a 
policy of $10,000 for injury to .one person, 
and $50,000 for injury to a group, and that 
the insurance companies must obtain the ap- 
proval of the United States Treasury De- 
partment. 


Dp on file with the commission reveal 
that in the state of Maine there are 119 
busses in operation; 41 of these busses are 
7-passenger cars and cover a total mileage 
one way of 556 miles; the other 78 busses 
are more than 7-passenger cars and cover a 


mileage of 950 miles. These smaller busses 
act as feeders to the main transportation lines 
and have been furnishing a very adequate 
service from the sparsely settled centers to 
the various cities in the state. 

That no accident of moment has occurred 
wherein the state bus operators are concerned, 
since the law went into effect, is a matter 


of which the operators can be justly proud. 
There has been no public or private demand 
for any increase in the amount of insurance 
carried by these busses; and the proposed 
high rate of insurance to be carried, as sug- 
gested by the Federal government under the 
Motor Carrier Act of 1935, would seem to 
be unjustified. If the thought behind the 
promulgation of what seems to be excessive 
insurance requirements is the elimination of 
the small 7-passenger bus operator, if such 
requirements are actually established, that re- 
sult will surely be obtained. 

The reports filed by the bus operators with 
the Maine Public Utilities Commission seem 
to indicate that the small bus operators are 
making only day wages, and to impose upon 
them this additional insurance expense would 
certainly result in these operators, or many 
of them, going out of business. 

What the effect of the requirement that 
the insurance companies must meet the ap- 
proval of the United States Treasury 
ment would be is, at the present time, of 
course, unknown, but the provision for self- 
insurance by the bus operators is in the ex- 
perience of the state of Maine a valueless 
alternative. 


] N view of the importance of the 7-passenger 
bus operator in the state of Maine, the 
kind of public service that he is rendering, 
and the very satisfactory way in which that 
service is being performed, it would seem that 
any arbitrary additional requirement in the 
way of insurance is not justified, unless the 
thought and purpose, as previously stated, is 
to put him out of business; and in this state, 
if he is put out of business, it is difficult to 
imagine what service is going to take his 
place, and how the public is going to be able 
to travel in the way in which it has become 
accustomed to do with the advent of the small 
bus operator. 
—Frank E. SouTHARD, 
Chairman, Maine Public 
Utilities Commission. 





“THe man who says that this decision does not apply to any part of 
the Tennessee river except that part controlled by the Wilson dam 


is simply whistling to keep up his cowrage.” 


—Georce W. Norris, 
U. S. Senator from Nebraska. 
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By OWEN ELY 


Detroit Edison Benefits 
by Motor Gains 


ETROIT Edison Co. is one of the 

more important operating elec- 
tric utilities, with 1935 assets of $307,- 
000,000 or about half those of Consol- 
idated Gas Co. The company furnishes 
electricity to the city of Detroit and 
adjacent territory, totaling about 76 
square miles and including a population 
of 2,436,000. It also does some busi- 
ness in steam heating, gas, water, coal, 
real estate, etc., but electricity provides 
95 per cent of the gross revenues. 

Four large interconnected steam plants 
provide the greater part of the generat- 
ing capacity of 811,475 kilowatts (there 
are a few very small hydro plants). 
The Trenton Channel plant, with effec- 
tive capacity of 300,000 kilowatts, uses 
pulverized coal and is considered one 
of the most efficient units in the country. 
The Conners Creek Station has 180,000 
kilowatts capacity and this will be in- 
creased to 330,000 when the present 
modernization program is completed. 
This program will result in reducing 
consumption of coal per kilowatt hour 
from 1.4 pounds to less than one pound. 
A 120-mile high-tension loop encircles 
the company’s territory, providing pow- 
er for 192 substations. 

Revenues are obtained about equally 
from domestic and farm customers, 
small commercial consumers, and large 
industrial customers. Naturally the 
company’s leading industrial outlet is to 
the automotive industry and since about 
30 per cent of the Detroit working 


population is engaged in automotive and 
allied industries, the volume of activity 
in the production of motor cars is an 
important factor in both industrial and 
domestic sales. However, the company 
also furnishes power to a number of 
other industries, including producers of 
chemicals, paper, clothing, medicines, 
cosmetics, stoves, and ironware. 


Ga of electricity in 1935 were 
2,228,804,000 kilowatt hours against 
electric revenues of $47,324,003, indicat- 
ing an average rate per kilowatt hour 
of 2.10 cents, which compared with 2.33 
cents in 1929. In October, 1934, new 
electric rates were made effective, under 
an agreement with the Michigan Pub- 
lic Utilities Commission, by which cus- 
tomers saved some $1,600,000 per an- 
num. 

The ratio of kilowatt-hour sales to 
total electricity generated in 1935 was 
about 88 per cent, which compared 
favorably with 74 per cent for New 
York Edison Co. 

During the years 1924-1929, earn- 
ings per share were remarkably stable, 
averaging about $12.50. In the first 
two years of the depression about $9 
was earned; in 1932 earnings dropped 
to $5.25, and there were minor reces- 
sions in the next two years, $4.30 be- 
ing reported in 1934. In 1935, how- 
ever, a gain of about 10 per cent in 
gross was successfully carried through 
to net income, resulting in earnings per 
share of $7.63. 

Further rapid gains in earnings are 
indicated by the report for the twelve 
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months ending January 31st ($7.88 
against $5.49) and for the same period 
ending February 29th ($8.04 against 
$4.29). ; 

Dividends were paid at the annual 
rate of $8 during the period 1916- 
31 following which the rate was grad- 
ually reduced to $4 in 1934-5. An 
extra dividend of $1 was paid January 
15th in addition to the regular quarterly 


$1 payment. 
Like American Telephone, the com- 


pany has financed much of its expan- 
sion by frequent offers of rights to 
stockholders, particularly in the decade 
1920-1929. 

The company is known as an inde- 
pendent, although both North American 
Company and American Light & Trac- 
ion Co. (United Light & Power system) 
have substantial stock interests. The 
North American Company is represent- 
ed on the board, and Detroit Edison 
maintains a New York office at 60 
Broadway, the headquarters of North 
American Company. The stock is cur- 
rently selling around 145 or about nine- 
teen times the 1935 earnings. 


* 


Should American Telephone 
Reduce Depreciation? 


wee H. Mullen, writing 
in Barron’s on “The Road Back 
for Telephone,” makes a careful an- 
alysis of the problem faced by Ameri- 
can Telephone and Telegraph Company 
in restoring net income to a level re- 
quired to cover the $9 dividend rate— 
faithfully maintained during the de- 
’ pression to the great benefit of a legion 
of small stockholders. Excellent con- 
trol has been exercised over expenses, 
but rate cuts and increasing taxes— 
plus the added burden of the Social 
Security Act—now impose a consider- 
able handicap. In 1929 the company’s 
ratio of net income to gross was 21.74 
per cent; in 1933 this dropped to 11.50 
per cent, recovering in 1935 to 14.21 
per cent. With the latter ratio the 
company fell short $1.89 a share of 


covering the dividend. He concludes 
that : 


Balancing all these factors—decreased 
rates, higher costs of —— lower earn- 
ings on the part of Western Electric—it 
seems probable that net income available 
for dividends on A. T. & T. stock (con- 
sidered in relation to gross) will not rise 
much above 16 per cent or 164 per cent, 
at least over the near-term future. In short, 
for the Bell System to earn the full $9 divi- 
dend, or $167,960,475, the consolidated gross 
must be from $1,020,000,000 to $1,050,000,000 
annually, granting a continuation of present 
operating conditions. And between these 
two limits, the latter figure, involving an 
increase in business over 1935 levels of 
approximately $116,000,000, would seem the 
more probable. 


Telephone has, however, another way 
of increasing net income. Mr. Mullen 
feels that the Bell System expenditures 
for depreciation and maintenance—37 
per cent of gross last year—are higher 
than warranted by engineering appraisals 
and court decisions. At the end of last 
year the system’s depreciation reserve 
exceeded a billion dollars and equaled 
nearly one fourth of the property val- 
ue; and despite a decrease of $24,000,- 


000 in plant account.over the past five 
years, depreciation reserves (excluding 
Western Electric) have gained $272,- 
000,000. 


HE Bell System continues to face 

court tests regarding telephone 
rates of its subsidiaries, as well as Fed- 
eral tax uncertainties. The company 
cannot “eat its cake and have it too.” 
If current earnings, figured after heavy 
upkeep charges, are urged as a defense 
against rate cuts, the accumulated re- 
serves must also be deducted from the 
plant value on which it claims a return. 
High depreciation rates may be of some 
advantage at the moment but the prob- 
lem of accumulated reserves may prove 
an obstacle from a rate standpoint in 
the future when earnings improve. Ac- 
cording to Mr. Mullen, last year’s earn- 
ings amounted to about 54 per cent on 
the fully depreciated telephone plant val- 
ue ; but in his opinion total plant depre- 
ciation is only about 18 per cent instead 
of 25 per cent as shown upon the books 
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and on this basis the rate of return 
would be 5.1 per cent. 

The courts seem to accept about a 54 

per cent rate during depression, and 74 
per cent in prosperity. A substantial 
cut in the current depreciation rate 
would bring the current return up to 
about 6.2 per cent, which is not exces- 
sive under present conditions. “But of 
prime importance to the system,” ac- 
cording to Mr. Mullen, “is the assurance 
—which a cut in depreciation would 
bring—that in future years an unreason- 
ably high depreciation reserve would not 
be used as a means of forcing through 
unjustifiable decreases in rates. . 
If these present high allowances are 
maintained, trouble is being stored up 
for future rate litigations, and the com- 
plete recovery of the system’s earning 
power . . . is still at least two years 
off. But with a downward adjustment 
in annual charges to deferred mainte- 
nance, it is not too much to expect that 
the closing months of 1936 may see the 
goal within striking distance.” 


* 


Refunding Operations 
Continue Heavy 


|B eowree offerings in the fortnight 
ended April 10th included two is- 
sues by the Iowa Electric Co. aggregat- 
ing $4,790,000; $13,500,000 California- 
Oregon Power Co. 4s of 1966 at 974 
(syndicate headed by The First Boston 
Corporation) ; and the two Consolidated 
Edison debenture issues—$35,000,000 
3s of 1946 at 101, and the same amount 
of 34s of 1956 at 994 (Morgan Stanley 
& Co., Inc.). The $70,000,000 Edison 
issues proved popular with institutional 
buyers and were quoted at premiums 
over the offering prices. 

Issues scheduled for the near future 
(with effective dates of SEC registra- 
tions) include the following: April 
16th, $30,000,000 Pacific Telephone & 
Telegraph 34s (Morgan Stanley & Co., 
Inc.) ; April 17th, 106,312 shares As- 
sociated Telephone Company Ltd. pre- 
ferred (Bonbright & Co., Inc.). 

The following are scheduled for April 


20th: $2,600,000 St. Joseph Water Co. 
4s of 1966 (W. C. Langley & Co.) ; 
$30,000,000 Saguenay Power Co. Ltd. 
first 4s of 1966, $5,000,000 serial deben- 
ture 24-4 per cent 1937-47, and 50,000 
shares of 54 per cent preferred ; $1,500,- 
000 Tri-County Telephone first B 44s, 
1961 (Brown Harriman & Co., Inc.) ; 
$1,460,000 Santa Barbara Telephone 
first C 34s; $10,500,000 Wisconsin Gas 
& Electric first 34s, 1966; and $11,- 
000,000 Minneapolis Gas Light first 4s 
of 1950. 

April 22nd, $48,000,000 Brooklyn- 
Manhattan Transit Serial 34s of 1937- 
51 and $61,000,000 44s of 1966 (Hay- 
den, Stone & Co. syndicate); April 
27th, $9,000,000 Central Maine Power 
Co. Ist “H” 4s, 1966 (First Boston 
Corporation), and $30,000,000 Pacific 
Gas & Electric 1st “H” 33s, 1961 (Blyth 
& Co., Inc.); April 29th, 111,464 
shares Central Illinois Light Co. 5 per 
cent preferred. 


aciric Gas & Electric continues to 

hold the record for refunding opera- 
tions ; its three issues last year aggregat- 
ed $90,000,000 and its second 1936 issue 
will bring the grand total to $210,000,- 
000 


American Water Works on June 15th 
will redeem the $2,941,000 convertible 
5s remaining of its $15,000,000 issue. 
(Over $12,000,000 was converted into 
common stock on and prior to March 
2nd at the rate of $20 a share.) The 
convertible bond issue was the first ma- 
jor offering following enactment of the 
Securities Act of 1933. The prepara- 
tory work on this issue in 1934, costing 
several hundred thousand dollars, ac- 
cording to The Wall Street Journal, 
“provided an invaluable guide for later 
undertakings by other corporations and 
also was a factor in the subsequent modi- 
fications of the Federal law by which 
the vast financing operations of the past 
eighteen months were greatly facilitat- 
ed.” No new financing is planned in 
connection with the redemption and pre- 
sumably the company will use bank 
loans to supply any cash required. It is 
unlikely that any additional bonds will 
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* be converted into stock, the new con- 
version rate effective since March 2nd 
being unattractive. 

According to Chairman George A. 
Ranney of Peoples Gas Light & Coke 
Co., the company has reached an under- 
standing with an investment group 
(which Halsey, Stuart & Co., Inc., is 
expected to head) regarding an issue of 
$22,000,000 first and refunding bonds. 
Proceeds of this issue, together with 
$7,500,000 6-year serial loans to be se- 
cured from Chicago banks, will be used 
for refunding $18,659,000 refunding 6s 
of 1957 and $9,904,000 Chicago Gas 
Light & Coke 5s of 1937. 

The Niagara Falls Power Co. 
(Niagara Hudson system) on April 9th 
asked authority of the public service 
commission to issue $32,493,000 general 
mortgage 34s (to be termed first mort- 
gage bonds upon discharge of existing 
mortgage indentures). The company 
expects to realize par for the bonds. 
The date of issue is not stated, but if 
proceeds are not realized before June 
Ist, funds will be temporarily borrowed 
for refunding purposes. 


a 


Associated Gas Continues Fight 
against Receivership 


HE first hearings on the petition of 
holders of $65,000 of bonds for 
reorganization of Associated Gas & 
Electric Co. under § 77—B were sched- 
uled for April 13th. Questions as to 
the exact location of the system’s ac- 
count books and its accounting practices 
with respect to income-tax payments 
. were raised by petitioners’ counsel. 
Howard C. Hopson in a press inter- 
view was said to have derided the gov- 
ernment’s tax claims of more than $50,- 
000,000 stating that Federal authorities 
had once offered to settle for $5,000,000. 
He also referred to the company’s re- 
capitalization program designed to off- 
set holding company litigation, etc. 
Efforts of Associated subsidiaries to 
merge have met with some resistance in 
South Carolina, a resolution having been 
proposed in the Senate to bar the pro- 


posed merger of Lexington Water Pow- 
er and Broad River Power pending de- 
velopment of “a proper power policy 
with suitable codrdination between pri- 
vately owned and government develop- 
ments.” Hearings on a merger of some 
New York properties is set for April 
%h before the Federal Power Commis- 
sion. 

The company’s plan of “rearrange- 
ment” of debt capitalization was to be 
terminated April 7th and officials of 
the company expected that almost $200,- 
000,000 of the company’s debentures 
would have been exchanged under the 
three options, leaving about $70,000,000 
unconverted. 


HE first option permitted exchange 

for convertible debentures of As- 
sociated Gas & Electric Corporation (a 
wholly owned subsidiary) bearing the 
same interest rate, but for only one half 
the principal amount; the second per- 
mitted exchange for a like principal 
amount of the subsidiary’s income de- 
bentures (resulting in reduction of in- 
terest by 14-1 per cent) ; and the third 
permitted even exchange for the com- 
pany sinking-fund income debentures 
(same interest rate). The second op- 
tion was apparently the most popular, 
and many bondholders also accepted op- 
tion one, while the third attracted 
conversion of only about $1,650,000 to 
the end of 1935. This option will, how- 
ever, be continued while the first two 
options are being terminated. The net 
amount of debt reduction has been 
somewhat greater than the face amount 
indicated, due to trading operations in 
the open market. The company has had 
some recent difficulties regarding its 
former practice of selling securities to 
employees, but these appear to have been 
cleared up. 

The system has long been known for 
its intricate capitalization, and several 
conversion features will remain in effect 
in addition to option three mentioned 
above. It is said that no steps are con- 
templated as yet in respect to remaining 
convertible obligations, or the various 
preferred stocks, until other problems 
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have been dealt with and the status of 
earnings under recovery from depres- 
sion conditions is better established. 


* 
New “Flood Control” Projects 


ey court decisions, particularly 
the Supreme Court’s TVA opin- 
ion, while failing to provide any ulti- 
mate test of legality for the govern- 
ment’s far-flung power program, have 
stimulated many new “flood control and 
navigation” projects which had previ- 
ously been in abeyance. Practically all 
of these plans include power production 
as a “by-product.” 

The National Resources Board, one 
of the many Federal agencies dealing 
with the administration’s utility activi- 
ties, has urged a Pacific-Northwest 
regional planning commission to connect 
the Grande Coulee, Bonneville, and 
Skagit projects. Bills have also been in- 
troduced in Congress for extensive sur- 
veys on the San Gabriel and Los An- 
geles rivers in California, the Nueces 
river in Texas, and several rivers in 
Kansas. The revival of agitation for 
the St. Lawrence Waterway has already 
been noted, and the Lower Colorado 
River Authority will soon submit plans 
for the first of five dams, to cost $20,- 
000,000. The Fresno dam in Montana 
and the Buzzards Roost project in 
South Carolina are also being pushed. 
In the TVA region increased activity is 
noted and an additional dam across the 
Tennessee river is proposed. TVA has 
signed contracts with four West Ten- 
nessee municipalities and a number of 
other towns are reported considering 
similar moves; however, in Knoxville, 
Chattanooga, and Memphis the issue be- 
tween TVA and private power remains 
unsettled. TVA has taken definite steps 
to extend its activities into Kentucky; 
six planes are to take 16,000 pictures 
to map the Tennessee river around 
Paducah. 

. 


“Quoddy” Loses Out 


NE large project sponsored by 
the administration seems in for 


“hard sledding.” “Quoddy” has become 
an issue in Congress, being 

ly assailed by Senator Vandenberg 
as a senseless waste of funds. Army 
engineers have now raised their cost es- 
timates and are understood to have rec- 
ommended a Diesel or steam-electric 
plant or interconnection with existing 
systems, to provide energy during low 
tide, when water movement is not suffi- 
cient (original plans for storage reser- 
voirs having been found impracticable). 
Senator Vandenberg has estimated that 
a steam plant at the same spot could be 
built for a little over half the cost, and 
that there is little market for power in 
this area. Latest reports indicate that 
President Roosevelt has abandoned ac- 
tive support of the project. 

The PWA program for municipal 
power plants is still largely tied up in 
litigation, which affects some sixty proj- 
ects. Also the old contest between 
Harold Ickes and Harry Hopkins over 
handling of relief funds has again flared 
up in Congress, the House public works 
bloc having suggested that the President 
ear-mark $700,000,000 of the new 
$1,500,000,000 relief funds for PWA 
permanent projects, to permit making 
many grants which were applied for last 
year by municipalities. 


* 


Does “Flood Control” Really 
End Flood Dangers? 


HE idea of flood control is para- 

mount in discussion of dams and 
power projects, because of Supreme 
Court emphasis, as well as recent severe 
floods. But, according to the Electrical 
W orld, “flood control in itself is contra- 
dictory to the idea of navigation and 
power development. Witness the floods 
rushing down the completely developed 
Monongahela, Ohio, and other streams 
that are completely locked and dammed 
now. Full pools are necessary for navi- 
gation and for power. Empty pools are 
necessary to flood control. The two 
things do not go together. This latest 
report of TVA is a sample of bureau- 
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cracy in full bloom for propaganda pur- 
poses.” ; 

Even a key man in the administration 
program, REA Administrator Morris L. 
Cooke, has declared the program of 
building giant dams as a means of flood 
control is foolish because “every one we 
build will be silted level within a very 
short time.” He argued for erosion 
control through “sod farming,” and by 
erection of small bulwarks on headwa- 
ters as the proper means of flood con- 
trol, rather than construction of giant 
dams in the path of great rivers. 

Danger of silting is also pointed out 
by J. N. Darling, famous cartoonist and 
recent chief of the U. S. Biological Sur- 
vey (Better Homes and Gardens, 
April) : 

At Keokuk, in the southeast corner of 
my own state of Iowa, is a gigantic dam 
which cost $24,000,000. We all thought it 
was going to be great to have a lake in 
the Mississippi river 31 miles long, near 
our homes, a great recreation area full of 
fish and game—a paradise for boating and 
swimming—and that an industrial Arcadia 
would result from the cheap electric current. 
As a matter of fact, the dam has resulted 
in a barren-life desert 31 miles long without 
either vegetable or animal growth, useless 
for recreation. The promised industrial de- 
velopment has been a complete flop. . . 
In the lake back of the Keokuk dam there 
are spots where 17 feet of silt ‘have already 
been deposited. 


¥ 
Building the Home Load 


_. sales continue to attract 
attention as a load-building factor 
for 1936. Shipment of oil burners in 
1936 gained 38 per cent over 1934, ac- 
cording to recent Census Bureau fig- 


ures. Household refrigerator sales for 
January (Edison Electric Institute bul- 
letin) were 119,764 compared with 97,- 
474 for January, 1935, and 75,904 for 
December, 1935, the gain over a year 
ago being more than 22 per cent, and as 
compared with December about 57 per 
cent. 

The electric range is becoming in- 
creasingly important because of the 
large’ load factor. Last year 215,000 
ranges were sold, of which the utilities 


themselves sold 54 per cent and dealers 
sold 46 per cent. Dealers’ sales have in- 
creased greatly in volume in recent 
years, and they are taking advantage of 
the promotional activity of the power 
companies. Sales of water heaters by 
dealers gained 84 per cent in 1935, about 
the same growth shown by utilities. 
According to the Electrical World: 

It all indicates that the power companies 
are beginning to understand the importance 
of developing these other builders of load. 
The days when the dealers were watched 
jealously, as competitors, are passing. More 
and more utilities are promoting dealer sales 
by advertising the convenience of the neigh- 
borhood store. It is working—so much that 
present load averages and major appliance 
saturations are about the same in communi- 
ties where the utility does not merchandise 
as in the other cities where it does. There 
is this difference, however. It is on those 
systems where the power company has es- 
tablished codperative policies that simulate 
and support the dealer, backed by an active 
intelligent force of their own appliance sales- 
men and home service women, that the 
largest yearly advances in average annual 
domestic consumption are being made. 


ARTFoRD Electric Light Co., which 
for many years has been a leader 
in promotional sales (plus reduced 
rates) is reported last year to have spent 
about 70 cents per customer in advertis- 
ing, which is estimated as about double 
the average for the industry. It aban- 
doned direct appliance selling in 1932 
in favor of enlisting dealer codperation 
and advertising dealers’ lines. Last year 
60 per cent of dealers’ range sales were 
made as replacements of trial ranges 
rented by the company. 

Along with this program the company 
has dropped its domestic kilowatt-hour 
rate to as low as 14 cents, to be available 
to all customers when average annual 
consumption reaches 1,200 kilowatt 
hours (expected next year). Some of 
the domestic customers already use 10,- 
000-20,000 kilowatt hours per annum. 
Domestic consumption averages about 
44 per cent over the U. S. average; with 
the rate about 19 per cent lower than 
for the U. S., the average bill is about 
18 per cent greater. The difference is 
obviously due to a definite policy, rather 
than to location. 
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Little Waters, Marching Deserts, and 
Failing Fuel 


FTER the next general election (and 
regardless of its outcome as far as 
the Federal administration is concerned ) 
the utility industries may as well make 
up their minds that they are going to 
hear a great deal more about “little wa- 
ters.” It is a big step—an important 
development, and a sharp turn in our 
conservation movement. And what’s 
more, it is here to stay. It is not one 
of those fly-by-night fads such as tech- 
nocracy, share-the-wealth, or miniature 
golf. It will not develop its own ab- 
surdity such as Townsend pensions or 
the recent folly of the send-a-dime 
movement. 

On the contrary the little waters plan, 
although developed if not born in the 
brain cells of the New Deal, is at present 
at loggerheads with the prevailing 
predominant Federal power policy 
which seems to be to build bigger and 
better dams wherever possible. Those 
who attended the recent Senate commit- 
tee hearings on Senator Norris’ Mis- 
sissippi valley authority bill, and came 
away scarcely believing their ears, will 
agree that the little waters enthusiasts 
are in for some tough opposition from 
the giant dam brand of congressmen 
who have been carrying the ball so far 
since March 4, 1933, and have no inten- 
tion of fumbling—not, at least, before 
the Ides of next November. 

However, it has often been remarked 
that enduring movements insinuate 
themselves slowly and, by firm and 
patient persistence, melt away the most 
bombastic opposition. Conversely, we 
all well remember certain other move- 
ments that have come in like a lion and 
gone out like a wet match. 


HE little waters movement is best 
described by the government pub- 


lication of that name recently issued by 
the Social Conservation Service. It has 
only 82 pages but it tells in simple Eng- 
lish, and with graphic illustrations, the 
tragic story of how so-called civilization 
had stripped the soil of anchoring tim- 
ber and protective sod. It shows the 
havoc of wind and wash erosion. It 
points a finger squarely at our recent 
floods and dust storms, converse symp- 
toms of the same disease. 

What can be done about it? Re- 
forestation and erosion control? All 
very well and good, but these are thera- 
peutics. More important are the pre- 
ventive meaures. There is need for sur- 
face soil capable of absorbing the water 
instead of shedding it abruptly in floods 
during rainy seasons, and baking and 
blowing up for lack of moisture during 
dry seasons. This means a systematic 
program for keeping the water on the 
land—not by giant power dams built 
down in the throat of the rivers, capable 
only of distributing more evenly tor- 
rents already collected in the headlands 
—but by small and numerous check 
dams in the gullies, reservoirs, and ponds 
up in the headwater. Protect these, our 
little waters, says this booklet in effect, 
and the big rivers will pretty nearly take 
care of themselves. 

This, of course, may seem like rank 
political heresy to power-mad congress- 
men more concerned with saving the 
country ’steen millions on their electric 
bills than preserving top soil that took 
nature 4,000 years per inch to produce. 


uT the question raised by this book- 
let is, What doth it profit Man if 
he gain all the power in the world for 
nothing, if the Good Earth of his 
heritage be washed or blown into the 
sea? Of course not all power develop- 
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ment is automatically out of the little 
water movement. Obviously, however, 
it would be much curtailed. 

By a morbid coincidence, Paul B. 
Sears’ recent book, “Deserts on the 
March,” was neatly timed for the recent 
devastating floods in the East and dust 
storms in the West. Mr. Sears is an 
ex-lawyer who turned first to botany 
and now specializes in soil conservation. 
More dramatic but somewhat less com- 
pelling than the government publication 
“Little Waters,” Mr. Sears traces the 
blighting migration of the white masses 
in a fertile New World. From Ply- 
mouth Rock, with devastating ax and 
overstocked herds, they moved west- 
ward destroying the forests and cover 
grasses. 

Before the White Man came, says 
Mr. Sears, the deserts had been retreat- 
ing. Nature, in her painfully slow man- 
ner, had been pushing a spongelike mat 
of humus into the arid areas. Now, 
however, the desert is again on the 
march and marching fast. Mr. Sears’ 
book is a worth-while contribution to the 
cause of soil conservation. 


HILE on the subject of prospective 

world ruin because of the planless 
exploitation of our national resources, it 
is always a little less depressing to look 
at the other side of the picture. In the 
field of natural fuel reserves, it seems, 
there has been considerable reaction to 
the prophets of doom who have been 
going around scaring the wits out of 
citizens and taxpayers by predicting that 
the last drop of gasoline should be sput- 
tering in the carburetor of an automobile 
about the year 1975 (about the same 
year that the new American Gobi desert 
is thrown open for visitors 10 miles out 
of Fort Wayne, Indiana). This sort 
of thing seems even a more serious 
problem than that of the vanishing 
chestnut, because, after all, we can get 
some more trees to grow if we put our 
minds to it and hang around long 
enough with a watering can, pest spray, 
and pruning gadgets. But petroleum 
is not an annual crop and when we have 
used up all we have, there won’t be any 


more for a long, long time. It is limited 
just as our coal and mineral deposits are 
limited. 

And so it is pleasant to hear from G. 
Edward Pendray, writing in Editor Ray- 
mond Moley’s Today, that the problem 
is not as distressing as it seems. First 
of all, he ribs the current crop of Cas- 
sandras by reviewing the past record for 
similar predictions. In 1859, it appears 
the word was passed around among “in- 
formed investors” that the Pennsylvania 
oil supply was giving out. It didn’t, but 
some of the investors did. In 1889, Dr. 
David T. Day, head of the U. S. Geolo- 
gical Survey, shook his head sadly and 
said the petroleum supply wouldn’t last 
must longer. Then one day, some years 
later, a fractious jackass pulled out the 
stake he had been tied to by a prospector 
near Tulsa. A stinking dirty scum was 
observed on the displaced end of the 
stake and everything has been beer and 
skittles for oil field owners in the South- 
west ever since. 


Kk as late as 1925, while Teapot 


Dome was still cooking, the wise 
men looked over our oil reserves and 
said “five and a half billion barrels.” 
Since then, says Mr. Pendray, we have 
extracted nearly nine billion barrels and 
the same wise men tell us today that we 
have twelve billion barrels still left in 
the ground. What kind of business is 
this? Are the experts playing loaves- 
and-fishes with our oil supply? Mr. 
Pendray says no. On the contrary, it 
is because the experts are both con- 
servative and honest that they err. 
They measure only known oil deposits 
by known methods. But new sources 
are discovered and the measuring meth- 
ods are not always accurate. 

Methods of exploitation also are im- 
proving continually. The first oil well 
was less then 70 feet deep. Today wells 
a mile deep are common. Two-mile 
wells are known and oil men speak now 
of 3-mile wells. It will cost more, but 
when shortage comes it will be worth 
the difference and open up vast addition- 
al prospecting areas, 

Then there is “geophysical prospect- 
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ing”—a new technique by which oil and 
other minerals are discovered scientifi- 
cally. Mr. Pendray is confident that 
this science will develop fruitfully. 
Again, consider the improvements in the 
refining processes, whereby gasoline and 
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REACHING FOR THE MOON 


oil can be extracted from baser sub- 
stances. The hydrogenation process of 
the German chemist, Friedrich Bergius,. 
for instance, makes it feasible to extract 
oil from coal, shale, charcoal, or even 
wood and bean stalks. 
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URELY it would be a neat answer to 

the farm surplus problem if the 
flivvers of 1975 could go dashing around 
on a hatful of hayseeds. Mr. Pendray 
concludes : 


Here, then, is the way the oil situation 
seems to stack up: for the next twenty-five 
years, at least, there is little likelihood that 
natural petroleum supplies will come to an 
end. After that, if the earth’s stores begin 
to get scarce, the first effect may be a grad- 
ual increase in the price of motor fuels. 
We will not suddenly find ourselves out of 
oil. The price may simply go up as deeper 
drilling, more pumping, and other difficul- 
ties raise production expenses. 

But a very little increase in the price 
of gasoline will touch off an industrial fuse 
even now waiting for the signal. Hydro- 
genation immediately will be practiced on 
a wider scale. Oil will be produced from 
coal. Also, the country contains almost 
measureless cubic yards of oil shale, rich 
in petroleum, and now untapped because it 
is cheaper to take it direct from the ground. 
Economical processes will be found to ex- 
tract that oil when there is a market in- 
centive to do so. 

In the offing, too, is the possibility of 
power alcohol. A year ago, when some 
well-known geologists renewed the threat of 
oil famine before the American Chemical 
Society, their prediction was followed by a 
boom for laws requiring that alcohol be 
mixed with gasoline. On the assumption 
that the alcohol would be made from corn, 
this was seriously proposed as a solution 
both for the oil shortage and the farm 
problem. 


= lightening the mind of the 
automotive world, Dr. Gustav Eg- 
loff of Chicago writes in the Scientific 
Monthly some astute observations on the 
measurement of our natural resources. 
Agreeing in principle with about every- 
thing stated by Mr. Pendray, Dr. Egloff 
adds that about 13 billion barrels of 
crude oil are “known reserves” in the 
United States. He states that from 38 


to 115 billion barrels more are known 
to exist but are not commercially recov- 
erable by presently used methods. Just 
how much oil is left in the earth nobody 
knows, according to this expert. There 
is dolomitic limestone, for example, rich 
in oil and probably recoverable. The 
city of Chicago is built on dolomitic 
limestone, each cubic mile of which con- 
tains some 7,500,000 barrels of oil. 

As far as coal is concerned, Dr. Eg- 
loff estimates that the earth has over 
7,400 billion tons of known deposits 
which are being used at the rate of a 
billion and a third a year. In other 
words, we know where enough coal is to 
last between 6,000 and 10,000 years at 
the present rate of usage. Then there is 
that self-replenishing source of power— 
hydroelectric development. It may be 
that in the future years, in addition to 
protecting our “little waters,” we will 
have to build the big dams down in the 
throat of the river after all. But there 
is no sense in our building them for our 
great grandchildren. They might not 
like the way we build them. In fact, 
those smart unborn youngsters may 
even figure out a way to avoid building 
them at all. After all, dams are ex- 
pensive and there are the tax deficits we 
are already building for them. 

—F. X. W. 


Litrte Waters. By H. S. Person et al. 
U. S. Government Printing Office. Wash- 
ington, D. C. November, 1935. 


DEsERTS ON THE Marcu. By Paul B. Sears. 
University of Oklahoma Press. Price $2.50. 


For THE Future. By G. Edward Pendray. 
Today. April 11, 1936. 


MANKIND’s Power Reserves. By Dr. Gustav 
Egloff.. Scientific Monthly. April, 1936. 





Utility Service As a Government Function 


| pee in November, 1933, there ap- 
peared in “Antioch Notes,” pub- 
lished by Antioch College, a contribution 
on civil service signed with the initials 
“A. E. M.,” presumably those of Dr. 


Arthur E. Morgan, president of Antioch 
College and now chairman of the Ten- 
nessee Valley Authority. In this con- 
tribution occurred the following signifi- 


cant passage : 
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A constantly increasing range of govern- Commission gave support to this theory 
mental functions. is apparently inevitable. by referring to public utility operations 
_- as having been “delegated” by the gov- 


governmental activity with many of the 


powers and functions of government, but ernment to private enterprise. 


privately administered by public tolerance. 


Yet a former member of the Inter- 


: - state Commerce Commission, Thomas 
Whether or not the docrine that public F, Woodlock, took sharp issue with the 


utilities are in fact forms of govern- 
mental activities, is well founded in his- 
torical precedent, or is a modern inven- 
tion, it seems to be firmly entrenched in 
the New Deal administration. Speak- 
ing very recently before the Northwest- 
ern University School of Commerce, 
Chairman Frank R. McNinch of the 
Federal Power Commission stated: 


The historic opposition of power interests 
to advancing Federal and state control has 
been, apparently, based upon an utterly 
erroneous conception of what the power in- 
dustry is. Forty years ago they spoke of 
“a private power business,” and today they 
still speak of the “rights of a private power 
industry,” Mr. McNinch said. It is because 
the character of the utility business is not 
private but public that it lawfully enjoys spe- 
cial privileges from state and nation; is rec- 
ognized as a practical monopoly and has a 
protected market; that it has delegated to 
it the soverign power of eminent domain 
by which it takes private property for pub- 
lic service, and is given the special priv- 
ilege of using public streets and highways. 
By its very nature and characteristics the 
business of generating, transmitting, and 
selling service is indelibly impressed with 
a public character. 

The fact that all or a part of the money 
invested in these public utilities is privately 
owned capital does not and cannot trans- 
ferm the character of the —_. Long, 
long ago the Supreme Court of the United 
States in the Moffet Tunnel Case declared 
that “no matter who is the agent, the func- 
tion is that of the state. Although the 
ownership is private, the use is public.” 


ps pene: even the New Deal began, 
similar sentiment was expressed by 
Donald Richberg as chairman of the 
Public Utilities Committee of the Pro- 
gressive Conference of December, 1931. 
He stated that “public utilities furnish- 
ing either transportation, communica- 
tion, light, heat, power, or water are 
public agents authorized to transact pub- 
lic business. They perform a function 
of the state.” 

About the same time, Commissioner 
Eastman of the Interstate Commerce 


625 


Progressive Conference report at the 
time it was published. He stated: 


The simple truth is that the theory enun- 
ciated in the committee report is of ex- 
tremely recent invention is flatly con- 
tradicted by all the facts and all the law 
on the matter, whereas the true principle 
of public utility regulation is centuries old, 
was an active principle in common law even 
before the law of contract took shape, and 
has become active after long disuse merely 
because of a reappearance of the economic 
conditions which gave it birth in medieval 
days. Whatever confusion there is in the 
discussion arises from a failure to distin- 
guish between two senses of the word public 
as used in connection with these functions. 

There was a time in England when vir- 
tually all the trade and commerce in the 
towns was conducted by guilds upon a 
monopolistic basis. The rules of these 
guilds were at all times under the strict 
supervision of the courts precisely because 
of the monopolistic character of their ac- 
tivities. They were the original public util- 
ities. Outside the towns there were other 
industries and activities which were subject 
to the same kind of regulation, depending 
upon whether or not they were in fact pub- 
lic in the sense of offering themselves for 
public employment—carriers, bakers, tailors, 
doctors, innkeepers, smiths, wharfingers, 
millers, ferrymen, and so forth. Most of 
the early cases of common law concerned 
precisely these industries, for the guild codes 
took care of most of the difficulty arising 
in the towns. The essence of the matter 
was a distinction between public and pri- 
vate business, and the principle of distine- 
tion was, at bottom, that between a monop- 
olistic and competitive situation. In medie- 
val times there was little competitive busi- 
ness for the principles of just price and fair 
wage were recognized as controlling in eco- 
nomic life—however much they may have 
been disregarded in practice. 

Public utility regulation found less and 
less to do as competition replaced monopoly 
and it was not until within very recent 
times—say the last half of the nineteenth 
century—that the public utility, as we know 
it, reappeared in the economic arena in the 
form of functions which could be most effi- 
ciently and economically handled on a non- 
competitive, i.¢., monopolistic or semi- 
monopolistic, basis. Because of this and for 
no other reason the old common-law prin- 
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NOW HE’LL NEED A NEW SUIT 


long period of its desuetude, namely, that 


ciple of regulation (which had not died but 
concerned with the common carrier. But 


merely slept) was reawakened by a reap- 


pearance of the economic conditions which 
centuries ago had called it into being. It 
is absolutely correct to say that the principle 
itself has undergone no change in all that 
time and is today what it always was, 
nothing more than a particular application 


the history of toll roads and turnpikes, to 
say nothing of water supply, gas supply, 
and the like, shows how limited was its 
application during that period. 


M* Woodlock’s remarks about the 
antiquity of governmental regula- 
tion is borne out by no less an authority 
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of the police power of the state for the 
protection of the citizens. A thin thread of 
its application runs unbroken through the 





WHAT OTHERS THINK 


tha Professor Wyman, who, in his cele- 
brated “Public Service Corporation,” 
states in part: 


The medieval system involved almost uni- 
versal regulation of all the doings of men, 
and therefore its commercial policy was al- 
most completely restrictive. The ideal held 
was a society in which all things were 
ordered, the full conception being that every 
man had a right to his place in this estab- 
lished order . . . in this industrial regu- 
lation it has been well said that the me- 
dieval system was a consumer’s policy far 
more than it was a producer’s policy. 


Of course a point so widely discussed 
among legal scholars could scarcely be 
covered fairly in less space than at least 
a small volume. It is interesting to note, 
however, that the doctrine of utility 


service as an inherent governmental 
function is not unanimously approved. 
That it is not a governmental function 
would seem to be well settled at law. 
When a state goes into the public utility 
business the courts hold that it acts in 
a proprietary character, and is subjected 
to obligations from which it would be 
free if it were regarded as performing 
a function of government. 
EvoLuTIon oF FreperaL ConTROL oF ELEctRIC 
Power. Address by Hon. Frank R. Mc- 
Ninch before the School of Commerce, 


Northwestern University, Evanston, IIl. 
March 31, 1936. 


Pustic Utiities. By Thomas F. Woodlock. 
id Wall Street Journal. December 18, 





Is the Sliding Scale the Regulation of 
the Future? 


HOSE who may have been under the 

impression that the Washington 
Plan is the more or less exclusive exam- 
ple of sliding-scale rate regulation in 
this country barring an abortive experi- 
ence with the Boston gas works some 
years back will surely have their eyes 
opened by the recently published book 
on this subject by Irvin Bussing, Ph. D. 
This modest volume of 170 pages (plus 
an index and bibliography) shows a 
wide range of sliding-scale experimen- 
tation here and in England. 

It appears that well over half of the 
statutory gas companies now operate in 
England under a sliding-scale profit- 
sharing arrangement similar in principle 
to the Washington Plan. The first ap- 
plication on this side of the Atlantic 
was not in Boston but in Canada. The 
Consumers Gas Company of Toronto 
has had this plan since 1887. The Bos- 
ton arrangement began in 1904 and ter- 
minated in 1926. The Washington Plan 
did not get under way until 1925. 

Then there was the little-known 
Dallas (Texas) Plan which was in- 
Stalled in 1917 which seems to have been 
a failure by reason of the large rate of 


return allowed (9 per cent). In that 
same year the Indiana commission in- 
stalled a sliding scale on electric service 
in Connersville, Ind., which was aban- 
doned a year later during the upward 
surge of war period prices. Another 
abandoned experiment was in Memphis, 
Tenn., (gas) 1924-1926. The Phila- 
delphia Gas Works operates the city- 
owned gas system in Philadelphia under 
a sliding-scale arrangement. The sys- 
tem is still loosely applied to electric 
service in Houston, Texas, where it was 
installed in 1915. And, of course, there 
is the recently inaugurated Detroit Plan, 
previously reviewed in this department 
(see Pustic UTILITIES FORTNIGHTLY, 
February 27, 1936, page 321). 

In addition, there are the service-at- 
cost franchises for street railroads 
which, the author believes, were not fair 
tests of the sliding scale as a regulatory 
device because of the peculiar economic 
recession in that industry. One might 
add that the old coal-clauses in some 
utility franchises were to a limited ex- 
tent automatic expense regulators even 
if they did not directly touch the larger 
field of net earnings. 
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D* Bussing thinks pretty well of the 
sliding scale on the whole, and of 
the Washington Plan in particular, but 
he has given us constructive criticism. 
His general conclusions are summed up 
in the following passage. 


Notwithstanding the foregoing deficiencies, 
the sliding-scale method of regulating public 
utilities, even in its present unrefined state, 
is a more satisfactory form of control than 
conventional American procedure inasmuch 
as the sliding scale provides for automatic 
adjustment of otherwise controversial issues 
(once the rate base and the rate of return 
have been settled). Long, costly, and dis- 
quieting litigious controversies tend to be 
superseded by brief annual hearings for the 
purpose of finding the company’s earnings 
during the preceding period and adjusting 
prices for the current year. 

The plan patently is imperfect ; but as its 
weaknesses are chiefly administrative it will 
become a better method of regulation in 
proportion as more companies and commis- 
sions give attention to it. 


He lists four main weaknesses in the 
sliding scale: 

1. No attempt is made to distinguish 
between earned and gratuitous super- 
normal income. The assumption implied 
in all plans is, and has been, that super- 
normal income is entirely earned—by 
stockholders. (Dr. Bussing explains his 
reasons for believing this assumption to 
be fallacious. ) 

2. In the United States we have failed 
to appreciate other possible uses to 
which super-normal income may be de- 
voted (besides its payment to stockhold- 
ers). Reducing bonded debt might be 
one good way, for example, of allowing 
management more opportunity to ex- 
periment. 

3. The absence of a system of penal- 
ties for substandard performance. 
Some companies might be entirely will- 
ing to go along on the assured basic rate 
of return. 


4. Sliding scale contributes little to 
the solution of the valuation problem. 

This reviewer is tempted to add that 
even after weakness No. 4 is hurdled 
and the rate base is snugly frozen under 
the Washington Plan, it still remains at 
the mercy of shifting price trends par- 
ticularly in the event of monetary infla- 
tion. Perhaps some system of automat- 
ic rate-base revision based on commod- 
ity price indices might plug this gap. 
But at present in arrangements such as 
the Detroit Plan, for example, sudden 
monetary inflation would wipe out the 
utility, perhaps, before a method for 
rescue could be devised. 


Mom. sliding-scale agreements 
are not fool proof and probably 
never will be. They need fair and in- 
telligent supervision. That is probably 
the chief reason for the success, so far, 
of the Washington Plan. Dr. Bussing 
pays high compliment to D. C.’s regu- 
latory body: “One of the most im- 
portant causes of the apparent successes 
of the arrangement is to be found in the 
tireless, fair, and able supervision ren- 
dered by the public utilities commis- 
sion” (of the District of Columbia). 
Although small in size, Dr. Bussing’s 
book is readable, apparently accurate, 
and obviously thorough. It is a distinct 
contribution to the field of regulatory 
literature upon a point that has long 
needed special attention. However, it is 
to be hoped (indeed, Dr. Bussing hopes 
himself) that study, treatment, experi- 
ments in the sliding scale have only 
started. It may be that the sliding scale 
will be the regulation of the future. 
—F. X. W. 


Pustic Utititry REGULATION AND THE So- 
Catiep Siipinc Scare. By Dr. Irvin Bus- 
sing. Published by the Columbia University 
Press. Price $2.75. 





The Bus Crowds the Street Car 


EW York city recently celebrated 

the interment of more trolley cars 

by the substitution of motor busses on 
Lexington avenue. Manhattan has pro- 


gressively eliminated the trolley car 
from Madison avenue, Seventh avenue, 
Eighth avenue, and from other longi- 
tudinal surface routes. The old 34th 
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WHAT OTHERS THINK 





GoorBvE, 


O1.d Hoss— 
You've. SERVED , 
ME LONG Ane 











Newark Evening News 


TIMES CHANGE 


go the limit and say the savoir-faire, with 
which they step into the picture. 

Only a few minutes ago the battered 
veterans of the rails were clanging and 
clattering along in the ancient way, and now 
a sleek, blunt-nosed gay and green young 
bus noses up to the curb for its first passen- 
ger, as if it had been on the job since Mc- 
Kinley’s administration. One cannot help 
admiring the complete self-confidence with 
which they step into their heritage. Those 


street trolley disappeared several weeks 
ago and the abandonment of thirty-four 
miles of trackage in Northern Queens 
is already under way. Commenting on 
this steady substitution of busses in a 
city where traction service runs back to 
the traditional Broadway horse cart 
days before the Revolution, the New 
York Times states : 


Hardly a day passes in New York town 
without another street car line reeling back 
into defeat and dissolution and a shiny new 


young busses must have been reading in the 
papers that the world belongs to youth. 


It is in a somewhat nostalgic mood 


fleet of busses lording it in their place. 


Admin, 6 tamer ef tings © be ond in that the venerable Times ponders over 


favor of the conquering busses is the non- what becomes of old street cars that are 
chalance, the aplomb, ~ we might as well being evicted by the hundreds from the 
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east side, the west side, and all around 
the town. Once upon a time, the tech- 
nological discards of the metropolis 
were absorbed by the less advanced hin- 
terlands. Not so now. Most modern 
Middle West cities can give the Big 
Town aces and spades on up-to-date 
transit equipment. Steam locomotives 
from the old “L” went to do duty on 
mine sidings and spurs in Peru and, less 
often, in Siamese plantations. The old 
horse cars became lunch wagons all over 
the face of America. 


HE Times grows wistful about the 
latest faithful old transit pension- 
How will they fare? 


Will the trolley cars go the same way? 
It is a far from unpleasant fate, after a 
quarter-century of deep sea duty in the 
Roaring Forties on Broadway, to come to 
rest in some quiet harbor as Joe’s Palace 
Diner across from the depot somewhere in 
Indiana. 

When the winter blasts howl outside and 
the air inside the Palace Diner is rich with 
the steam of hot coffee and the odors of 
frying hamburgers for the sustenance of 
simple men, what tales the Palace Diner 
could tell! Perhaps twenty times a day it 
clanged proudly past the lobster palaces of 
Broadway. It could speak of Rector’s, of 
Shanley’s, of Churchill’s, even though, in 
fact, that particular trolley car never ran 
past these distinguished rendezvous. Vir- 
tually all memoir writers succeéd in vividly 
recalling scenes they never saw and reénact- 


ers. 


i historic - about which they read 
only in a boo ere is no reason why an 
old Thirty-fourth street car should not go 
in for this fascinating creative history. 


From across the river, New Jersey 
towns look approvingly on the shining 
new busses dashing about the streets of 
Manhattan. Jersey is pretty well sup- 
plied with busses herself. The Newark 
Evening News comments as follows: 


For, an extraordinary result in New 
York since the motorizing of south and 
north surface traffic is the gain in business. 
The statistics show that many people who 
heretofore used taxicabs or the subway 
service are now availing themselves of the 
fast-moving busses on such streets as Madi- 
son avenue. With this gain in business has 
come an appreciable easing of the traffic 
problem. Busses can tie up traffic, but not 
nearly so successfully as trolley cars run- 
ning on fixed rails. 

The trolley car has had its day. A public 
accustomed to riding on rubber has con- 
signed it to the dump heap or to strictly 
limited service. 


It is only natural to spare a sigh for 
the good old rollicking flat wheels, but 
as the imperious voice over the radio 


reminds us: “Time marches on!” 
—F. X. W. 


Cars Fape Fast. Editorial. The New York 


Times. March 31, 1936. 


Goop-By Trotters! Editorial. 
Evening News. March 31, 1936. 
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Hits New Deal 


ARPER Sibley, president of the U. S. 

Chamber of Commerce in an address 
recently delivered at Philadelphia, declared 
that business activity entered 1936 at a high- 
er level than in any recent year and that all 
signs point to a continuation of “this encour- 
aging level.” At the same time, he said, 
private enterprise “cannot go forward in the 
face of threats of punitive public regulation 
and investigation, of uncertainties in adminis- 
trative policy, of disciplinary and hostile legis- 
lation which circumscribes its efforts and de- 
feats its ends.” 

To permit business enterprise to go forward, 
Mr. Sibley contended, “it is highly essential 
that certain fogs in the channel be dispersed.” 
Among the “drawbacks” listed were the threat 
of government competition with private enter- 
prise and increased regulation and bureau- 
cratic control through attempted centraliza- 
tion of powers in Washington. 

Mr. Sibley criticized the government for 
competition in private fields, especially in the 
utility industry. He also criticized the Senate 
proposal “to clothe the Federal Trade Com- 
mission with additional and wider inquisitorial 
powers.” 


Denies Funds 
15th an- 


Pusenenr Roosevelt on April 
nounced that no more money would be 
allocated to the Passamaquoddy “tide-harness- 
ing’ power project, or to the Florida ship 


canal from present funds. Work will be con- 
tinued on these two major projects, he added, 
only if Congress sees fit to appropriate money 
for that specific purpose after current allot- 
ments of relief money are exhausted. The 
President’s statement followed recent reports 
of findings by Army Engineers indicating a 
probability that each of these projects would 
cost considerably more than had been original- 
ly estimated. He seemed inclined to leave 
entirely to Congress the fate of these pro- 
jects, on which work to date has absorbed 
several millioris of dollars. 


Television Tests 


T= Radio Corporation of America an- 
4 nounced last month that television pre- 
liminary tests in the United States have been 
set for June 29th. David Sarnoff, president 
of RCA, named the date at the annual meet- 
ing of stockholders in a statement in which 


he outlined the progress made in other lines 
of radio research and noted that “a difficult 
road” remained ahead in the television field. 

The tests, which will comprise RCA’s first 
step in taking television outside the labora- 
tory, are to be in the form of field research 
from every possible standpoint, including 
transmission, reception, and program presenta- 
tion. 


State Groups Lend Support 


TY mew of state regulatory commissions 
in the railroad and public utility field 
last month came to the support of the Inter- 
state Commerce Commission in its demand 
that basic railroad passenger fares be re- 
duced from 3 to 2 cents a mile. In a brief 
filed with the commission, the National As- 
sociation of Railroad and Utilities Commis- 
sioners questioned the good faith of the 23 
Eastern roads that recently petitioned the 
commission for an eighteen months’ postpone- 
ment of its fare reduction order, and which 
asked permission to establish an experimental 
rate of 2.5 cents a mile in coaches. 

The state commissioners asked that the 
Eastern road’s proposal be rejected, point- 
ing out that they had been given every op- 
portunity to place the suggested experimental 
rate in effect but had not done so. 


Patents Investigated 


NVESTIGATORS of the Federal Communica- 

tions Commission last month said they were 
making a thorough study of patents owned 
by the American Telephone and Telegraph 
Company, to determine whether this owner- 
ship makes possible a “telephone monopoly.” 

The A. T. & T., one investigator said, 
controls 16,000 patents. Some were developed 
through research in the company’s Bell labora- 
tories, some came through discoveries of tele- 
phone engineers in associate companies, and 
some were purchased. 


Assail Proposed MVA Bill 


HE proposed Mississippi Valley Authority 

was assailed before a Senate agriculture 
subcommittee last month by Hugh S. Magill, 
president of the American Federation of In- 
vestors, as being out of “harmony with the 
fundamental principles of American democra- 
cy.” His testimony on the bill to set up a gov- 
ernmental agency to control floods, improve 
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navigation, and develop power in the Missis- 
sippi valley led him into a sharp clash with 
its author, Senator Norris (R.) of Nebras' 
over the fight by power interests against the 
Wheeler-Rayburn holding company act. It 
began after Magill had concluded a prepared 
attack on the bill as tending toward “political 
domination of a great private industry.” 

In his attack on the proposed MVA, Magill 
said “it is even more dangerous than the 
Tennessee Valley Authority,” an agency also 
sponsored by Senator Norris. He said that 
Norman Thomas, twice Socialist nominee for 
President, had lauded the TVA as a “clear 
embodiment of Socialistic principles.” “This 
MVA,” said Magill, “is the application of 
Marxian principles on a much greater scale.” 


The War Department also registered op- 
position to the bill. Secretary Dern, in a let- 
ter to the Senate agriculture committee, said 
the bill would give too much authority to a 
single independent agency over widely differ- 
ent activities and would result in waste and 
loss of efficiency. Two other Federal agen- 
cies, the Agriculture Department and the 
Federal Power Commission, said the bill 
would duplicate and conflict with activities 
of their own. 

The private utility industry, through Charles 
W. Kellogg, chairman of the Engineers Pub- 
lic Service Company, entered a protest against 
the measure on the ground it held even greater 
threats to power interests than the Tennessee 
Valley Authority. 


Alabama 


TVA Rates 


LABAMA Power Company stockholders 
were told last month by Thomas W. 
Martin, company president, of conditions un- 
der which the company “could reduce even 
the TVA rates by more than 25 per cent.” 
Egy annual repert to stockholders, Martin 
said: 

“The rates of TVA bear no fair relation 
to the total costs of supplying the service. If 
this company could be relieved in the same 
proportion of its obligations to pay interest 
and dividends, and be placed on the same basis 
as the TVA with respect to taxes, it could 
reduce even the TVA rates by more than 25 
per cent. 

“The bookkeeping of the TVA and the 
TVA’s exemption from taxation do not mean 
that the cost of producing and distributing 


electric energy has been reduced. Such pro- 
cedure by the TVA merely shifts the cost of 
electric service from present users to taxpay- 
ers throughout the United States.” 


Authorizes Rate Appeal 


Y a two-to-one vote the Birmingham city 

commission last month authorized a spe- 
cial attorney to appeal from the recent deci- 
sion of the state commission to the Mont- 
gomery circuit court in an effort to obtain a 
larger reduction in telephone rates in Birming- 
ham than recently ordered by the commis- 
sion. It was estimated that of the $250,000 
statewide reduction, Birmingham would re- 
ceive $130,000, whereas civic authorities be- 
lieved that the city was entitled to a minimum 
annual cut of $267,800.: 


Arkansas 


Suspends Rate Reduction 


HE state department of public utilities on 

April 8th suspended a rate reduction or- 
dered by the Batesville city council recently 
and required the Arkansas Power and Light 
Company to post a $25,000 bond to protect 
consumers if the commission finds on final 
— that the rate reduction was jus- 
tified. 

The city council passed an ordinance sev- 
eral weeks ago reducing water, gas, and 
electric rates of the company from 25 to 40 
per cent. The company appealed to the com- 
mission, contending that the reduction was un- 
justified and confiscatory. It was said that 
several months would probably elapse before 


investigation of the utilities rate could be 
completed. 


FCC Protests 


paw by the Federal Communications 
Commission against use of the Fort Smith 
police radio station for long-distance com- 
munication were revealed by Mayor Jordan 
last month, who said that the commission 
acted on complaints from commercial com- 
panies that use of police radio stations was 
cutting into their revenue. 

He said inter-station communication had 
proven valuable in bandit hunts and that the 
commission’s action would be taken up at a 
meeting of representatives in Tulsa, Okla. 
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California 


Urge New Phone Rules 


URTHER provisions were recommended to 

the Los Angeles city council for inclusion 
in the proposed 21-year franchise to be granted 
to the Associated Telephone Company in West 
Los Angeles in a resolution adopted early 
last month by the board of public utilities and 
transportation. The provisions compose three 
of six urged by counsel for organizations in 
the city which have been fighting the com- 
pany’s efforts to renew a franchise granted in 
1905 but which expired last year. 

One provision provides that the franchise 
shall not be transferable or hypothecated by 
the company to any person, trust, firm, estate, 
or corporation whatever without consent of 
the city. The second recommendation ap- 
proved requires the company to furnish free 
of cost to the utilities board a copy of the 
grantee’s annual report furnished to the Cali- 
fornia Railroad Commission, Federal Com- 
munications Commission, and Securities and 
Exchange Commission at the same time as 
furnished to the other agencies. Information 
on rates, service, management, value of prop- 


erty, and revenues is required, and the utili- 
ties board is to determine and demand facili- 
ties as it sees fit. 

The third provides that violation of any of 
the terms and conditions demanded shall be 
sufficient grounds for cancellation of the fran- 
chise, without the city being required to go 
to court to effect its purpose. 


Appeals Gas Rate Decree 


HE California Railroad Commission early 

last month appealed to the Federal district 
court to set aside a recent natural gas rate 
decree in favor of the Pacific Gas and Elec- 
tric Company, and asked for a rehearing of 
the case. he move was believed to be a 
preliminary to an appeal to the U. S. Supreme 
Court. 

The commission objects to the 3-judge court 
finding which upheld a special master’s ruling 
that a $2,100,000 rate reduction ordered by 
the commission was “confiscatory.” After the 
court decree had been entered, the company 
voluntarily reduced its rate $2,500,000, 


Florida 


Accepts Master Report 


HE Miami city commission last month ac- 

cepted the report of Senator F. M. Hud- 
son, master in the Florida Power and Light 
rate case, which upholds the power of the 
city to reduce electric rates of the Florida 
Power and Light Company by approximately 
33 per cent. 


It was said that the city would probably file 
exceptions to the report on minor points in- 
volving allowance of a “going value of 
$1,000,000,” and other items in the contem- 
poraneous rate base. 

The utility was expected to make substan- 
tial objections to the report which was to be 
presented to Federal Judge Barrett at Au- 
gusta, Ga., for approval or revision. 


* 
Georgia 
effective April Ist, provided that all gas in 
excess of 2,000 cubic feet would be charged 
for at a flat rate of 75 cents per thousand. 
The old rate was $1.10 per thousand in 


excess of 2,000 and up to 5,000 cubic feet and 
$1 per thousand for all in excess. 


Announces Gas Rate Reduction 


REDUCTION in gas rates, the second in two 
years, was announced last month by 
C. W. Sweet, manager of the Georgia Public 
Utilities Company. The voluntary reduction, 


Illinois 


Electric Rates Cut 


| gee nee ge in the rates charged by three 
electric companies were announced April 
lst by the IHinois Commerce Commission. 


The rate cuts, affecting customers of the 
Illinois Northern Utilities Company, the IIli- 
nois Power and Light Corporation, and the 
Sherrard Power System, Inc., were to be 
put into effect sometime in April. 
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Municipalities affected include Dixon, Ster- 
ling, Freeport, Belvidere, Mount Morris, Dan- 
ville, Granite City, Madison, National City, 
Belleville, Woodriver, Edwardsville, Rock 
Island, Mercer and Henry counties. 

Reductions of the Illinois Power and Light 
were on a sliding scale, with municipalities 
classified as to the number of customers and 
the average annual use of power per customer. 

Danville residential and commercial users 
were to receive a reduction of one-half cent 
for each kilowatt hour, with another cut in 
the offing as increased use of current followed. 

The Sherrard company’s annual reduction 
was said to be about 84 per cent. Other cuts 
were comparatively small being three tenths 
and two tenths of one cent. 


Home Traction Rule Passed 


RANSPORTATION home rule for Chicago be- 
came a law on April 14th when city voters 


overwhelmingly approved the measure in a 
referendum. 

Enabling legislation sponsored by Mayor 
Kelly at Springfield was ergy by the state 
legislature last spring, subject to a referen- 
dum which the city council voted to hold 
in conjunction with the primary. 

Mayor Kelly said the voters’ endorsement 
of home rule “gives the city power to bring 
in the transportation companies so that we 
can reach a solution of our transportation 
problems. In the past the city has been ready 
to proceed on these pestis, but couldn’t get 
the codperation of the companies.” 

The measure is in the form of an amend- 
ment to the cities and villages act, providing 
that Chicago shall have power to pass an ordi- 
nance prescribing the kind of service transpor- 
tation companies shall offer, including the de- 
termination of routes, schedules, and types of 
equipment to be operated. This power was 
formerly in the hands of the Illinois Commerce 
Commission. 


Indiana 


Rural Electrification Petitions 


S™ Trabue, a member of the state public 
service commission, held hearings last 
month on petitions of Shelby, Whitley, Boone, 
and Rush county citizens for approval of their 
articles of incorporation on rural electrification 
projects. 

The Boone county project, first to be start- 
ed in the United States, was said to be well 
under way, with 1,646 members and 60 miles 
of poles already erected. Shelby county has 
1,350 members. 


Asks Haste in Phone Inquiry 


Mex George W. Freyermuth of South 
Bend, accompanied by five other city of- 
ficials, last month asked Perry McCart, chair- 
man of the state public service commission, 
to take steps to hasten the investigation of 
the South Bend exchange rates of the Indiana 
Bell Telephone Company. 

The mayor asked that additional engineers 
and accountants be sent to aid the nine com- 


mission representatives employed in making an 
appraisal of the Indiana Bell Telephone Com- 
pany’s property. 


Advances Light Rate 


HE street lighting rate in Huntington on 

April 9th was tripled by the board of 
works. Acting on recommendation of the 
superintendent, S. Perry Hull, the board of 
works increased the 12-cent rate to 4 cents per 
kilowatt hour. The electric light department 
draws its revenues for this service from the 
street lighting fund. 

Mr. Hull told the board revenues of his 
department for street lighting should average 
$1,950 per month. When the bills for Janu- 
ary and February have been paid, there will 
be a balance of $10,400 in the street lighting 
fund. Revenues at the former rate for street 
lighting were said to be insufficient to meet 
the electric department’s expense, he said. It 
was indicated that an emergency appropriation 
for street lighting would be asked by mid- 
summer or early fall. 


lowa 


Eliminates Water Meter Rental 


HE board of waterworks trustees of the 
city of Des Moines voted last month to 
eliminate meter rental charge to the consumer. 


This move, it was said, would save water users 
between $60,000 and $70,000 a year and would 
reduce the water plant revenue an equal 


amount. 
The rental on water meters has been $2 
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a year for all §-inch meters (those used by 
the average home) and $4 a year for all 3- 
inch meters and larger. The meter rental 


charge appeared on the consumer’s bill as 
“service charge” and on the smaller meter was 
50 cents on each three months’ bill. 


Louisiana 


Rate Reductions 


HE state public service commission recent- 

ly released a summary statement which 
tabulated for the information of the people of 
that state the rate reductions which were put 
into effect through the activities and regula- 
tion of that commission in the nine months’ 
period from December 1, 1934, to September 1, 
1935, during which time the late Senator 


Huey P. Long acted as its special counsel. 

The statement went into exact detail, giving 
the formal docket number, order number, ef- 
fective date, class of service affected, and 
names of communities affected, with the an- 
nual reductions prescribed. In the period 
mentioned the commission initiated and 
brought to a successful conclusion 10 formal 
cases in which rates were reduced in the ag- 
gregate $1,482,050 per year. 


» 
Michigan 


Votes Pipe-line Permit 


lems $2,500,000 is to be spent by 
the Detroit City Gas Company this year, 
to prepare Detroit houses for the use of 
natural gas, James O. Murfin, attorney for 
the company, said last month. Mr. Murfin 
explained that the expenditure would be neces- 
sary because natural gas from the Texas Pan- 
handle, to be at the city gates July Ist, is much 
hotter than the artificial gas being used. He 
said the company will have to change or ad- 
just burners on all stoves and water heaters. 
The number of meters in the Detroit area was 
placed at 360,000. The company was said to 
have borrowed the $250,000,000 already. 

The testimony was taken upon a petition 
of the Michigan Gas Transmission Corporation 
for permission to complete its 22-inch pipe 
line to Detroit from the Ohio line. The com- 
mission granted the permit. 


State Scored by Gas Group 


BJECTIONS which the Michigan Public 
Utilities Commission had raised against 
supplying Grand Rapids with unmixed nat- 
ural gas from the central Michigan fields 
precipitated a fight last month when directors 
of the Oil and Gas Association of Michigan 
laid plans to limit the state commission’s au- 
thority. ~ 
The directors instructed the association’s 
natural gas committee to consider the advisa- 
bility of advocating legislation which would 
strip the commission of all authority to pro- 
rate natural gas production between Michigan 
wells and to investigate a suggestion that this 
authority be turned over to the State Conser- 
vation Commission. Henry G. Hunt, execu- 
tive secretary of the association, said there 


was a possibility that legislation would be ad- 
vocated to deprive the public utilities commis- 
sion of control over natural gas pipe-line per- 
mits where no public sale of stock is con- 
templated, leaving the commission only the 
right to govern routes and factors of safety 
in construction of pipe lines. 

An opinion from the state commission on 
April 10th denied the Grand Rapids Gas & 
Light Company the right to furnish Grand 
Rapids consumers immediately with straight 
natural gas. Four commissioners agreed that 
the gas reserves in the area were insufficient 
to warrant a supply of full natural gas to 
Grand Rapids. 


Free Phone Installation 


| was reported last month that telephone in- 
stallations without $2.50 to $3.50 “service 
connection charges” were to be made available 
to new subscribers of the Union Telephone 
Company in central Michigan between April 
15th and May 15th. The state utilities com- 
mission approved the company’s proposal to 
waive the charges during a campaign to ob- 
tain new customers. W. T. King, the commis- 
sion’s telephone engineer, praised the idea and 
said it had been successful in the one previous 
trial by the Michigan Associated Telephone 
Company. 


Municipal Rate Reduction 


A= of 15 per cent in the rates of 
the municipally owned electric plant at 
Petoskey was ordered by the city last month, 
effective May Ist. This was said to make 
the rates 60 per cent less than those in effect 
in the city ten years ago. 
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Minnesota 


Phone Rate Inquiry 


AY investigation of telephone rates in Min- 
neapolis, designed to effect an estimated 
saving of $750,000 a year to subscribers, has 
been started by the Minnesota Railroad and 
Warehouse Commission, it was revealed last 
month. Disclosure that the commission had 
started a preliminary study of Minneapolis 


bd 


telephone rates was made when Attorney Gen- 
eral Harry H. Peterson asked the commission 
to inform him of their plans so that he might 
cooperate. 

Officials of the Tri-State Telephone & Tele- 
graph Company last month announced they 
would fight the commission’s recent order re- 
ducing rates up to 25 per cent in the St. Paul 
metropolitan area. 


Missouri 


To Push Flood Project 


re T. Woodruff, president of the Spring- 
field, Mo., chamber of commerce, was in 
Washington iast month to urge the proposed 
Table Rock dam on the White river in south- 


west Missouri as a part of the pending flood 
control bill. Mr. oodruff termed Table 
Rock the “outstanding flood control and hy- 
droelectric project in the whole country.” The 
cost a the project has been placed at $14,- 


’ 


- 
Nebraska 


Approves New Plan 


Drs of the Loup river power district 
last month approved new plans for the 
desilting work and intake system at the be- 
ginning of the canal southwest of Genoa. 
Plans were said to be subject to PWA ap- 
proval. 


The new scheme was supposed to eliminate 
the necessity of construction of a dam across 
the Loup river at the head of the canal and 
the water flow needed would be diverted into 
the canal by a low weir of steel sheet piling. 
The estimated cost of the desilting and diver- 
sion work under the new plans was reported 
to be $1,310,000. 


New York 


Rejects Utility Offer 


T HE public service commission on April 4th 
approved an opinion by Commissioner 
Maurice C. Burritt recommending that the 
commission refuse to accept a tentative offer 
of the Rochester Gas & Electric Corporation 


to reduce electric and gas rates $160,000 in 
final settlement of a pending proceeding con- 
‘cerning only electric rates charged by the com- 
pany. The opinion stated that the evidence 
before the commission would seem to require 
a further reduction in electric rates alone of 
at least $400,000 and in steam rates of at 
least $40,000 with no change in gas rates. 

The opinion pointed out that the company 
had made a reduction in residential rates 
of $339,000, as a result of negotiations con- 
ducted since the beginning of the rate case. 
In addition, reductions in electric rates total- 
ing $1,069,150 were made by the company 
‘between 1931 and 1933, inclusive. 

It was found that the company was earning 


less than a 6 per cent return on its adjusted 
fixed capital employed in the gas business and 
on this financial situation the commission felt 
it was not warranted in ordering any reduc- 
tion in the company’s gas rates for any class 
of service. 


Utilities Ordered to Raise 
Reserves 


HE public service commission last month 

served on all the utilities of the state a 
warning which holds the possibility of reduc- 
ing earnings, or earnings gains, that many 
of them will report to securities holders in 
the future. The commission sent a letter to 
all companies operating in the state pointing 
out that many have neglected building up 
reserves for depreciation and instead have 
been creating large book surpluses. It insist- 
ed that these items be brought into balance 
reflecting the “true condition” of the company. 
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Those companies which have so far failed to 
make adequate provision for depreciation were 
ordered to make transfers from surplus to 
that account. 


Signs Utility Bill 


CO Lehman on April 5th signed the 
bill by Assemblyman Steingut, designed 
to speed up rate cases before the state public 
service commission. The measure, recom- 


mended by the Mack legislative committee 
which recently investigated utilities, compels 
utility corporations to furnish the public serv- 
ice commission with verified copies of tax 
reports containing estimates of reproduction 
costs as well as the present value of their 
property. It was brought out in the Mack 
investigation that the commission in some rate 
cases had been compelled to spend several 
months in obtaining such information through 
its own investigators. ; 


North Carolina 


Power Rates Reduced 


gar rates affecting a saving of between 
$15,000 and $20,000 a year to approxi- 
mately 7,000 domestic and commercial cus- 
tomers in 15 northeastern North Carolina 
counties were filed with the state utilities com- 
mission last month by the Virginia Electric 
and Power Company. Further reductions 


were also promised as soon as the income 
justifies. Commissioner Stanley Winborne 
said the rates would be effective on all meter 
readings on or after April Ist. 

The domestic rates were reduced from 6.5 
cents to 6 cents per kilowatt hour for the 
first block of 60 kilowatt hours, and the com- 
mercial rates from 6.5 cents to 6 cents for the 
first block of 100 kilowatts. 


North Dakota 


Electric and Steam Rates 
Slashed 


HE North Dakota railroad commission 

last month announced that under an agree- 
ment reached with the Northern States Power 
Company, electric and steam rates would be 
reduced in Minot and Fargo with combined 
estimated savings to consumers of $175,000, 
and also giving customers approximately 
$161,000 in rebates. The rates were to be- 
come effective May Ist. 


Private Ownership Candidates 
Elected 


A Hettinger three candidates who cam- 
paigned against municipal ownership of 
public utilities were elected aldermen to fill 
vacancies created by ousting of three others 
following a fight which arose from granting 
of a new franchise to a private utility. 

The new aldermen would automatically re- 
tire if those ousted win an appeal now pend- 
ing before the state supreme court. 


* 
Ohio 
times as much power as Memphis, Tenn. 
Such an amount, it was said, would not be 
available even after Norris and Wheeler 
power have been added to that of Wilson but 


would have to await completion of dams now 
under consideration. 


Cannot Furnish Power 


T= city of Cincinnati cannot have TVA 
power until about three years hence. Such 
was the news received by a delegation of city 
officials when they conferred last month with 
TVA Chairman Morgan at Knoxville, Tenn. 
Chairman Morgan explained that cities, towns, 
and farms in the Tennessee valley come first, 
and only after their needs have been supplied 
will the authority be able to send electricity 
outside the valley, and new dams must be 
completed before power will be available to 
outside cities. 

Cincinnati, it is reported, would need four 


Vetoes Gas Ordinance 


Mee Kenneth R. Fitzgerald of Logan 
early last month vetoed a 63.4-cent ~ 
rate ordinance passed by the city council. 
legislative body passed the ordinance after 
the Ohio Fuel Gas Company had appealed 
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the Logan rate case to the public utilities 
commission of Ohio, filing for a 79-cent tariff. 


The present rate is 55 cents per thousand 
cubic feet. 


- 
Oregon 


Wins Franchise 


Caan citizens last month voted to ap- 
prove granting a franchise to the Pacific 


Telephone & Telegraph Company to operate in 
that city for twenty-five years. The city is to 
receive 2 per cent of the gross receipts of the 
company collected within the city limits. 


Pennsylvania 


Power Rates Reduced 


\ = for power service were reduced by 
the Bradford Electric Company last 
month, effective as of May Ist, according to 
a new tariff filed with the public service 
commission. Reductions in the demand charge 
dropped the rate from $5 to $4 for all kilo- 
watts of billing demand above the first 300 
kilowatts, while the energy charge was 
lowered from 7 mills to 64 mills for all kilo- 
watt hours taken above 215,000 kilowatt hours 
or in excess of 430 hours’ use of the billing 
demand when 430 hours’ use of the billing 


demand exceeds 215,000 kilowatt hours. The 
company serves in McKean and Potter counties, 


Power Plants Aided 


A’ a result of continued power failures from 
flood damage, temporary help was ex- 
tended recently to power plants of three Alle- 
gheny county boroughs through power lines 
of the Duquesne Light Company of Pitts- 
burgh. The three plants, all municipally 
owned, are located in Etna borough, Sharps- 
burg, and Aspinwall. 


Rhode Island 


Bill Reported Out 


HE state senate committee last month re- 
ported out a bill providing that all public 
utilities shall get approval of the chief of 


the public utilities division before issuing stock. 
The bill would also prevent two or more 
public utilities in the same community from 
entering into contracts without similar ap- 
proval. 


South Carolina 


Denies Motion 


HE U. S. fourth circuit court of appeals 

on April 9th denied a motion of Green- 
wood county, S. C., and the Public Works Ad- 
ministration to vacate a stay of mandate grant- 
ed the Duke Power Company in the Buzzard 
Roost hydroelectric case. In announcing the 
denial, Judge John J. Parker said, “We don’t 
feel this motion ought to be allowed. We 
don’t see any indication that counsel for the 
appellees are delaying. They ought to have 
opportunity to prepare their case properly.” 
The Duke Company and Southern Public 
Utilities Company, a subsidiary, were granted 
a 40-day stay of mandate March 17th, after 
the circuit court had denied a petition for an 
injunction to prevent construction of a $2,852,- 


000 power plant which is to be financed from 
PWA funds on the Saluda river. 

The government contended the power com- 
pany, which was said to be planning an appli- 
cation to the Supreme Court for a writ of 
certiorari, might delay consideration of the 
case by the Supreme Court until October if 
it did not file the application immediately. ° 


To Hear Santee Cases 


| Berne steps in hastening the litigation and 
clarifying the status of the Santee-Cooper 
hydro project were made last month when 
Federal Judge Glenn specified May 11th to 
June Ist as trial time for actions brought 
by three power companies to block construc- 
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tion of the power and navigation project. 
The announcement was made following the 
hearing of a motion brought by the South 
Carolina public service authority asking Judge 
Glenn to fix the trial date for the actions. 
He explained that if the trial was indefinitely 
delayed, the effect would be to grant an in- 
junction just as effectively as if the court 
had signed one. Judge Glenn said that Harold 
L. Ickes, PWA Administrator, had submitted 
to the jurisdiction of the court. 


Senate Passes Utility Bill 


HE state senate last month passed a bill 

to regulate power company mergers which 

would require the merging companies to Ln 
separate records for “rate-making purposes 

Outlook for final enactment seemed favorable. 

The state house committee also reported for 


action a bill that would require the state 
electrification authority to give private con- 
cerns first opportunity to build rural lines and 
to require the filing of electrification contracts 
of the authority. The outlook for passage of 
this bill was said to be doubtful. 


Error Corrected 


the April 9th issue of Pustic Uririties 
ForTNIGHTLY a power tax proposed in the 
South Carolina legislature was erroneously 
reported as contemplating an increase from 
one-half cent per kilowatt hour to one cent 
per kilowatt hour. Correctly stated, the pro- 
posed bill would have increased the present 
power tax of one-half mill per kilowatt hour 
to one mill per kilowatt hour. The bill was 
subsequently unfavorably reported out by the 
state legislature’s ways and means committee. 


Tennessee 


Power Suit Remanded 


een District Judge George Taylor on 
April 10th held his court was without ju- 
risdiction in a suit involving the attempt of 
the city of Chattanoooga to revoke a fran- 
chise granted the Tennessee Electric Power 
Company for distribution of electricity there. 
He ordered the case remanded to the Hamilton 
County Chancery Court for further action. 

The proceeding was brought originally in 
chancery court under the Tennessee declara- 
tory judgment act and was removed to Fed- 
eral court on petition of the power company. 
ae of Chattanooga filed a motion to re- 
man 


May Purchase Plants 


HE East Tennessee Electric Membership 

Corporation, newly formed codperative 
organization, announced last month that it 
would seek to purchase three private distribu- 
tion systems as their first step toward ob- 
taining TVA power. The companies, pur- 
chase of which would be financed by the TVA, 
are: Holston River Electric Company, serv- 
ing Rogersville and other communities in 
Hawkins and Hamblen counties; Grainger 
County Electric Company, which obtains its 
power from the Morristown municipal plant; 
Hydro Electric Corporation, which serves 
parts of Greene, Hamblen, and Hawkins 
counties. 


To Buy Power Facilities 


Ayor George M. Brooks and the Martin 
city council on March 3lst authorized 


the Gibson County Electric Membership Cor- 
poration to negotiate with the Ken 
Tennessee Light and Power Company for 
purchase of the city’s existing distribution 
facilities. 

The corporation was formed recently to 
work in conjunction with the Tennessee 
ley Authority to promote rural electrification 
and extension of TVA power to west Ten- 
nessee towns. 


Appoint Facts Committees 


T was announced last month that there 

would be two fact-finding communities in 
Columbia, to inform the peo 7 9 of Columbia 
upon the merits of the PWA-TVA prope 4 
tion which is to be voted on June 
Mayor Eldridge Denham appointed By 
committee recently composed of a anlar 
of prominent business men. Colonel James 

A. ooo was subsequently named chairman 
of another committee of about twenty-five 
to sponsor speeches and other publicity for 
informing Columbians on the subject. This 
last-named committee, it was said, would also 
have a fact-finding committee. A series of 
mass meetings has been planned by the pub- 
licity committee. 


Writ Granted 


yogrer of the Memphis Power and 
Light Company for an injunction against 
the Public Works Administration to prevent 
allocation of funds by the PWA for the con- 
struction of a distributing system at Memphis 
was granted April 9th by the District of Co- 
lumbia Supreme Court. 
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The following limitations were imposed: 

The PWA is permitted to proceed with the 
making of a contract, but is restrained from 
paying out any money under same until the 
case is decided. The Public Works Adminis- 
tration is enabled to go ahead with considera- 
tion of a contract, but is enjoined from actual- 
ly turning over the money until the case is 
disposed of. 

The PWA was not willing to accept the 
same decree in this instance as in other cases, 
because the application was regarded by the 
government as being premature, in that no 
funds would be available for the project until 
Congress makes an additional appropriation. 


a 


The city of Memphis was not a party to the 
suit. 

On the same day, the supreme court without 
opposition issued a preliminary injunction 
against the PWA to prevent payment to the 
city of Chattanooga of funds for the construc- 
tion of a municipal electric distribution system 
to utilize TVA power. The action was in the 
nature of a consent injunction of a temporary 
nature and was to continue indefinitely until 
either party sought its dissolution, at which 
time ten days’ notice must be served for a 
hearing. The Chattanooga power board and 
the Tennessee Electric Power Company were 
the interested parties in this suit. 


Texas 


Grants Telephone Franchise 


Oe stubborn opposition by various 
civic groups, a new 18-year franchise for 
the Southwestern Bell Telephone Company 
was finally passed early last month by the 
Dallas city council. There is still some threat 
of a general referendum on the matter at a 
forthcoming general election, unless lower 


bg 


local exchange rates can be worked out in 
the near future. 

The first step in this direction was taken 
recently when city councilmen issued orders 
for officials to secure “pertinent information” 
as to property value and other data upon 
which the present rate structure is based. The 
telephone company was given a “reasonable 
time” to furnish the data. 


Virginia 


Threaten Consumer Strike 


ESIDENTS of restored Alexandria Colonial 
homes last month threatened to resort 

to candles and lamps to light their houses 
unless something is done about an alleged soot 
and smoke nuisance resulting from the com- 
pany’s plant operations. The protesting resi- 
dents said they would campaign for a munici- 
pally owned power plant unless the Virginia 
Public Service Company modernizes its river 
front plant and also reduces rates. Announce- 
ment by the company that it would construct 


a $500,000 annex to its plant precipitated the 
move. The group sought assurance that the 
most modern smoke-elimination devices would 
be used for both the old plant and its new 
addition. 

The demand for a rate reduction, which the 
petitioners asked made comparable with 
present rates in the neighboring District of 
Columbia, appeared to have been inserted as 
a side issue in the soot-elimination protest. 
It followed a recent announcement by the com- 
pany of a statewide reduction, effective May 

st. 


¥ 


Wisconsin 


Utilities Lose Tax Decision 


25-PAGE supreme court opinion, based on 

1,755 pages of record and 687 pages of 
legal briefs, March 3lst saved for the state 
treasury and for the counties and municipal- 
ities of Wisconsin more than $1,000,000 in tax 
receipts. The supreme court’s unanimous 
decision substantially upheld the tax com- 
mission’s ad valorem assessment of two Wis- 


consin utilities, the Wisconsin Gas and Elec- 
tric Company and the Milwaukee Electric 
vw and Light Company, for 1932 and 


Thrown out by the court, in an opinion writ- 
ten by Justice John D. Wickhem, was the 
utilities’ contention that the commission had 
used erroneous and improper methods in 
valuing the companies’ property. The case 
had been in the courts nearly four years. 
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The Latest Utility Rulings 





Impossibility of Separate Rates for Each Community 


HE impossibility of fixing and 

maintaining separate rates for each 
community served by a gas and electric 
utility which operates in 724 incorpo- 
rated cities, towns, and unincorporated 
communities is recognized by the Cal- 
ifornia commission in an order dis- 
posing of a complaint of discrimina- 
tion. The commission said that the 
nearest practical approach to individual 
rates lies in the adoption of grouping, 
wherein the rates fixed are based upon 
the average conditions pertaining to a 
group. Commissioner Ware declared: 


Inasmuch as such rates are based upon 
averages. and properly so, it is inescapable 
that comparisons between two individual 
communities of different groups, or even 
of the same group, will indicate occasionally 
close similarity or wide variation. How- 


= 


ever, a comparison of the groups as a whole 
will show that each possesses quite a differ- 
ent and distinct picture than is presented by 
either of the other groups. 


There was said to be no question but 
that, taken as a whole, the density of 
consumers and revenue per mile of line 
is greater, and the cost of installation 
and operation per consumer is less, in 
incorporated cities and towns than in 
unincorporated areas, for both gas and 
electric service. It was said to be equal- 
ly true that the incorporated limits of 
cities and towns form a rather definite 
dividing line between areas of low cost 
and high cost service, which justifies a 
differential in rates between these areas. 
Citizens of Town of Kentfield v. Pacific 
Gas & Electric Co. (Decision No. 28566, 
Case No. 4048). 


Rate Base Rejected As Basis for Reorganization Plan 


Ze Pennsylvania commission, on 
application by the Philadelphia 
Rapid Transit Company for approval of 
a plan for reorganization, directed the 
company to submit figures on original 
cost. 

The company had filed an inventory 
and appraisal of property reflecting 
reproduction cost new as of June 30, 
1919, less retirements, and with addi- 
tions included at the cost recorded in 
special accounts. The commission said: 


The valuation of the property as of June 


e 


30, 1919, arrived at for rate-making pur- 
poses, should not, in our opinion, be the 
basis of the valuation of the property, as 
of January 1, 1935, for the purpose of the 
present proceeding which involves, inter 
alia, the issuance of securities. 

While the commission will, of course, 
give due consideration to all setts aot factors 
in order to determine a fair uation for 
capitalization purposes, we have heretofore 
held in similar cases that in determining 
the present-day value of property, the origi- 
nal cost thereof is an essential element. 


Re Philadelphia Rapid Transit Co. (Ap- 
plication Docket No. 33559). 


Anticipated Earnings Not a Proper Basis 
for Capitalization 


— old rule-of-thumb formula for 
valuing securities at ten times earn- 
ings was attempted to be applied by a 


company seeking authorization from the 


California commission for new security 
issues, but without success. The com- 
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mission did not believe that capitaliza- 
tion should be based on “potential earn- 
ings which may or may not be realized.” 

The company submitted a computa- 
tion of the estimated value of the pres- 
ent net worth of the company. This 
showed the estimated income for ten 
years based upon 1935 operations with 
an allowance of 30 per cent for over- 
estimates. From the estimated available 
net income for ten years there were de- 
ducted provisions for Federal income 
taxes, state franchise taxes, and divi- 
dend requirements for preferred stock. 
From the balance of net income avail- 
able for common-stock dividends and 
earned surplus there was subtracted the 


e 


net worth of present stock (less intangi- 
ble assets) and the balance was given as 
the estimated value of present net worth. 

The commission said that it was clear 
that this balance did not represent the 
investment in the properties and busi- 
ness by the present holders of the com- 
pany’s stock. The issue of the stock 
had not been justified by the investment 
of surplus earnings. It was said that if 
hereafter the applicant should realize its 
anticipated net earnings and invest the 
same in its properties and business, it 
might apply for permission to issue 
stock to reimburse its treasury. Re 
Lawrence Warehouse Co. (Decision No. 
28585, Application No. 20362). 


No Note Issue to Capitalize Operating Loss 


PPROVAL of the issuance of two notes 
by the Northwest Cities Gas Com- 
pany to the Lone Star Gas Corporation, 
its parent company, was denied by the 
public utilities commissioner of Oregon 
on the ground that the amount repre- 
sented by the notes was in excess of the 
total actual value of assets which might 
be capitalized by the issuance of securi- 
ties for the purposes allowed by law. 
Moreover, it was declared that approval 
of the notes would result in interest- 
bearing indebtedness bearing an exces- 
sive ratio to the assets properly subject 
to capitalization, such ratio being in the 
amount of not less than 91.5 per cent, 
which was said to be out of proportion 
for a proper financial structure and 
therefore against public interest. 
_ Advances had been made from time to 
time by the parent company to the op- 
erating subsidiary, which was operating 
at a loss, for the purpose of meeting 
operating expenses and paying interest 
on mortgage bonds. Notes were given 
from time to time to the parent com- 
pany, two of these for which approval 
was asked being issued after the effec- 
tive date of a statute prohibiting the is- 
suance of notes to an affiliated interest 
except for the discharge or lawful re- 


funding of obligations. In any event 
consent of the commissioner was re- 
quired for such issuance. The commis- 
sioner said: 


To approve this application would in ef- 
fect permit the capitalization of this operat- 
ing loss. Losses are the risk of the stock- 
holders and must be borne by them. 
While in the instant case the stockholder 
and the payee are identical, the principle 
that operating deficits cannot be treated in 
this manner must be maintained or a higher 
value will be placed on failure than success. 
A stockholder should not be permitted, 
through the medium of voting control, to 
place his loss in the status of a preferred 
claim on the corporation. 

It is urged by the applicant that the ad- 
vances of funds by the Lone Star Gas Com- 

to pay operating expenses and bond 
interest have been means of continuing 
the company’s operations during its exis- 
tence, and that the Lone Star Gas Company 
should be commended for trying to main- 
tain a losing proposition. The implication 
is, of course, that lacking said advances 
the company would have been forced into 
receivership. While not material to this 
proceeding, it is our opinion that such a 
course under § 77-B of the Bankruptcy Act 
would have been far less costly to the ap- 
‘plicant’s stockholder. 

The Lone Star Gas Company is to be 
commended on making the agreement . . . 
foregoing interest on the advances made to 
the applicant. This does not, however, solve 
the problem of the interest charges previous- 
ly made and the advances to meet bond in- 
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terest, operating expenses, and other items. 
There is no reasonable assurance that same 
can ever be amortized from income an 

therefore, in the interest of a proper capital 
structure should be extinguished through 


cancellation, or an assessment upon the 
capital stock, if same be assessable. 
Re Northwest Cities Gas Co. (U-F- 
712, P. U. C. Oregon Order No. 3254). 


e 


Education As to Telephones Unnecessary 


re Wisconsin commission, in re- 
jecting claims for going value based 
on cost of attaching business, training 
of personnel, getting up records, and 
other items, said that there was no evi- 
dence presented to show such cost under 
present reproduction of telephone prop- 
erty. The commission continued: 


As a matter of common knowledge, the 
public is accustomed to the use of telephone 
service, and there are many men and wo- 
men throughout the country who are trained 
in the art of rendering this service. 

The Wilmot area is visited in the sum- 
mer by many Chicago residents. We think 
the conclusion is inescapable that if the 


Wilmot area did not now have telephone 
service, there would be an insistent demand 
for such service from the permanent and 
summer residents, and that the company 
could readily secure trained employees to 
construct and operate its plant. e thi 
that the company cannot equitably claim 
property rights in the standard of living, or 
desires, of its patrons, or in the know! 

and experience of its employees. The com- 
pany could just as logically claim that it 
must incur the costs of inventing the tele- 
phone, if its property were to be reproduced, 
as it could claim that it must educate its 
present patrons to desire the use of the 
telephone. 


Re Farmers New Era Telephone Co. 
(2-U-654). 


Preferred Stockholders Should Have Voting 
Rights during Dividend Default 


HE California commission, in au- 

thorizing the issue of 5 per cent 
preferred stock, imposed the condition 
that articles of incorporation should be 
so modified as to give holders of such 
stock a right to notice of shareholders’ 
meetings and the right to vote upon the 
election of directors or upon any ques- 
tion affecting the management or affairs 
of the corporation if, and when, the 
company for any twelve consecutive 
months should fail to pay the dividend, 
such rights to continue until preferred 


stockholders have received dividends for 
a period of twelve consecutive months. 

The commission also ruled that the is- 
suance of preferred stock representing 
about 88.8 per cent of the capitalization, 
while common stock represented only 
11.1 per cent would result in an unbal- 
anced capital set-up for the corporation. 
The commission believed that preferred 
stock should not exceed 60 per cent of 
the assets. Re Port of Stockton Grain 
Terminal (Decision N. 0. 28552, Applica- 
tion No. 20329). 


e 


Ne ew Method of Charging for Interexchange Calls 
Adopted for Trial Period 


SMALL telephone company applied 

to the Wisconsin commission for 
authority to increase rates 10 cents a 
month to each subscriber and to furnish 
free interexchange service to four ad- 
joining exchanges. The commission, 
after investigating the past use of inter- 


exchange service, found that the average 
use was not very large, but this might 
be because of existing charges on each 
interexchange message. A novel meth- 
od of charging was adopted for a limited 
period of one year. 

The new plan contemplated that any 
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subscriber having occasion to call any 
of the four adjacent exchanges during a 
toll billing monthly period would be per- 
mitted five calls for the price of the 
initial call at the established toll rate for 
the class of service furnished. The 
commission explained the proposed plan 
of charging as follows: 


In other words, the subscriber would be 
charged for the first call and would then 
be granted the privilege of making four 
additional calls to any of the four exchanges 
without further charge. The sixth and sub- 
sequent calls would be charged for at estab- 
lished toll rates. It appears to us that this 
plan would accomplish practically the same 
purpose as the plan proposed by the com- 
pany, the difference being that where under 
the company plan the subscriber would be 


e 


required to pay an increased monthly rate of 
10 cents and would then be entitled to make 
an unlimited number of calls, this proposed 
plan contemplates a limited number of calls, 
= plan appears to be more advantageous 
when consideration is given to the fact that 
those subscribers who have no occasion to 
use the service to the adjacent exchanges 
would not be required to pay the proposed 
increased rates. In addition, those subscrib- 
ers who use the serfice infrequently during 
stated monthly Fm ods would not be re- 
quired to pay the proposed increase rate 
during the time that they do not use the 
service and would at the same time have the 
privilege of using a limited number of calls 
at approximately the proposed ie cag in 
rates during a monthly period when they 
have actual need for the service. 


Re Manawa Telephone Co. (2—U-910). 


Court Sets Aside Jury Verdict against 
Commission Rate Order 


ONTRARY to what might be expected, 

the consumer interest of jurymen 

has not always been unfavorable to util- 

ity companies in rate cases. The most 

recent case of this sort related to gas 

rates in Wichita Falls. The fifty-third 

district court of Travis county set aside 

a jury verdict which had upset a com- 
mission order reducing rates. 

Judge Ralph W. Yarborough held 
that the burden of proof to show the 
commission’s order unjust and unrea- 
sonable vested with the company, which 
had failed to sustain that burden. He 
held that overhead costs, interest and 
taxes during construction set up by the 


company were too high. The latter 
items of overhead cost he termed too 
speculative. 

Effect was given to the commission’s 
order reducing the Lone Star Gas Com- 
pany gate rate from 40 cents to 32 cents 
per thousand cubic feet. This order had 
been enjoined by a court judgment after 
a jury verdict holding the order unrea- 
sonable in 1934. The case was reversed 
by the third court of civil appeals and 
is now awaiting action on an application 
for writ of error before the state su- 
preme court. Community Natural Gas 
Co. v. Railroad Commission (Wichita 
Falls). 


e 


Merchandising and Other Expenses Disallowed 
by Texas Commission 


gb Railroad Commission of Texas 
ordered a reduction in domestic gas 
rates of the Community Natural Gas 
Company for the benefit of customers 
in Sherman. A return of 7 per cent on 
the fair value of the property was held 
to be fair and reasonable. 

The commission disallowed, as op- 
erating expenses, expenses incurred by 
the company in connection with the sale 


of gas appliances. The accounting ex- 
hibits of the company had included ex- 
penses incurred in this connection but 
did not include as a revenue the profit 
realized from such sales. The commis- 
sion held that it was unfair to the con- 
sumers to require them to meet these 
expenses and at the same time not to 
give the consumers the benefit of profits 
realized. The commission also disal- 
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lowed donations to various civic organi- 
zations, dues, and the expense of lunch- 
eons in connection with various civic 
clubs. 

The commission held that since the 
gate rate of 32 cents per thousand cubic 
feet had already been determined in the 
Lone Star Gas rate case and this deter- 
mination had been upheld by the court 
of civil appeals, it would not be proper 


in determining the burner tip rate at 
Sherman to go into the reasonableness 
of the gate rate. It was pointed out that 
the cost of preparing the appraisals and 
audits of the property of the Lone Star 
Gas Company made it prohibitive for 
the city of Sherman and other towns of 
similar size to make appraisals and au- 
dits in their own behalf. Re Commu- 
nity Natural Gas Co. (Sherman). 


= 


Customer Could Not Object to City’s Agreement 
on Rates and Impounded Funds 


HE Supreme Court of the United 

States upheld the right of the city 
of Lexington, Kentucky, to agree with 
the Central Kentucky Natural Gas Com- 
pany upon a rate for the future, a rate 
for a prior period during which there 
had been litigation, and the distribution 
of funds impounded during such litiga- 
tion. Customers of the company were 
held to be without any vested right 
which precluded the city from effecting 
a reasonable adjustment of the contro- 
versy. 

The franchise provided that if rates 
promulgated by the company should be 
deemed by the city to be excessive, pro- 
ceedings should be instituted before the 
state commission to have just and rea- 
sonable rates prescribed. The commis- 
sion fixed rates under this provision, but 
the commission order was held to be 
confiscatory on appeal to the courts. 
During the litigation, funds had been 
impounded so that they might be dis- 
tributed to the company or to its cus- 
tomers according to the outcome of the 
litigation. 

The city and the company, after the 
ruling against the commission order, at- 
tempted to adjust their differences by 


agreement and provided for distribution 
of the impounded funds. An attempt 
was made by the city to repeal an ordi- 
nance and a resolution evidencing such 
agreement. Customers intervened in a 
suit for a declaration of the rights of 
the company. 

The state court of appeals, in a deci- 
sion affirmed by the Supreme Court, 
held that the rate fixed by the commis- 
sion was a nullity, that the city and the 
company were free to agree upon rates, 
that the consent of the court or com- 
mission required in the resolution was 
purely a formal consent to the method 
of distribution, and that a customer of 
the gas company was not a necessary 
party to the agreement. 

Customers of the company contended 
that obligations of the original franchise 
contract had been impaired by the at- 
tempted compromise and that they had 
been deprived of vested property rights 
in the impounded fund. Their conten- 
tions were overruled, the court stating 
in part that in making the settlement, as 
well as in the making of the original 
franchise contract, the consumers were 
represented by the city. Wright et al. v. 
Central Kentucky Natural Gas Co. et al. 


New Commission Not Compelled to Sign 
Order of Old Commission 


byes W. B. Ardery, of Franklin cir- 
cuit court, held that the new Ken- 
tucky public service commission could 


not be compelled to sign an order of the 
old commission promulgating gas rates 
for three municipalities served by the 
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